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PROGRAM OF THE THIRTY-NINTH ANNUAL MEETING 
TUESDAY, December 28 
10:00 a. Rounp Tasie CoNFERENCES 


1. Tue Economics or Prouisrrion* 
Chairman, Irving Fisher, Yale University 
Discussion: 
T. N. Carver, Harvard University 
F. A. Fetter, Princeton University 
Henry M. Leland, Detroit, Michigan 
F. W. Blackmar, University of Kansas 
Leroy D. Peavey, President, Babson Statistical Organization 
2. Economic Hisrory 
Chairman, Isaac Lippincott, Washington University 
Discussion: 
N. S. B. Gras, University of Minnesota 
C. W. Wright, University of Chicago 
Charles W. Thompson, University of Iowa 
Orval Bennett, Washington University 
Max S. Handman, University of Texas 
H. H. Preston, University of Washington 
3. Tue Use or rue Quantirative Metuop 1x THE Srupy or Economic 
THEORY 
Chairman, Holbrook Working, Food Research Institute, Leland Stan- 
ford Junior University 
Discussion: 
John D. Black, University of Minnesota 
Frank H. Knight, University of lowa 
Wesley Mitchell, Columbia University 
F. E. Richter, American Telephone and Telegraph Company 
Horace Secrist, Northwestern University 
Kemper Simpson, United States Tariff Commission 
Carl Snyder, New York Federal Reserve Bank 
Allyn A. Young, Harvard University 
2:30 p. m. Fimsr Session (Joint Meeting with American Association for Labor 
Legislation)? 
Presiding Officer: Edwin F. Gay 
Paper: InrerNaTIONAL ComPpeTiITION AND Lasor STANDARDS 
Leifer Magnusson, Director, Washington Branch, International Labor 
Office 
Discussion: 
Herbert Heaton, Queen’s University, Kingston, Canada 
Mary Van Kleeck, Russell Sage Foundation 
Bryce M. Stewart, Amalgamated Clothing Workers of America 
Joseph P. Chamberlain, Columbia University 
J. Lionberger Davis, Security National Bank, St. Louis 
Ramsay Muir, M. P., London, England 


‘See age 5. 
*Will be published by American Association for Labor Legislation. 
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2 {merican Economic Association 
8:00 p. m. Seconp Session (Joint Meeting with the American Farm Econom 8 
tion)? 
P I Officer: E. W. Kemmerer 
Presi ar ADDRESS 
American Farm Economic Association 
Paper: ‘I Farm Prosiem 
Frank O yden, Ex-Governor of the State of Illinois 
WEDNESDAY mbe } 
TH 
8:30 a. M Meerine oF THe Executive CoMMITTEE 
9:00 a. m. Business Meetine: Reports of Officers and Committees, etc. ' 
10:00 a. Rounp Taste CONFERENCES 
1. Present Day Corporation Prosiems 
Chairman, W. Z. Ripley, Harvard University 
D 
He rt B. Dorau, Northwestern University 
W. F. Gephart, St. Louis 
Q. Forrest Walker, Macy’s, New York City 


2. American Practices ANALAGOUS TO ForeIGN CoNTROLS OVER Raw MATERIAL; 


Chair n, Benjamin B. Wallace, Institute of Economics 


W. E. Grimes, Kansas State Agricultural College 
H. E. Erdman, University of California 
J. D. Black, University of Minnesota 
Amos E. Taylor, University of Pennsylvania 
Vanderveer Custis, Northwestern University 

3. MarkKETING 


Chairman, Leverett S. Lyon, Robert Brookings Graduate School 


Discu 
Edwin R. Seligman, Columbia University 
Herbert P. Sheets, Secretary-Treasurer, National Retail Hardware 
Association 
J G. Lonsdale, National Bank of Commerce, St. Louis 


Harry R. Tosdal, Harvard University 
I Converse, University of Illinois 
C. C. Hanch, National Association of Finance Companies 
2:30 M SESSION 
Presiding Officer: Herbert J. Davenport 
Paper: THrory AND Price Movements 
Frank A, Fetter, Princeton University 


Discussion 


Irving Fisher, Yale University 
Wesley Mitchell, Columbia University 
Melchior P i. University of Chicago 


Waldo F. Mitchell, Lawrence College 
Frank H. Knight, University of Iowa 


*7Will be published by American Farm Economic Association. 
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onom 8:00 rp. mM. Fourrn Session (Joint Meeting with the American Sociological 
Society and the American Statistical Association) 
Presiding Officer: John G. Lonsdale 
PRESIDENTIAL ADDRESSES: 
E. W. Kemmerer, American Economic Association’ 
J. L. Gillin, American Sociological Society 
L. P. Ayres, American Statistical Association 


THURSDAY, December 30 


10:00 a. mM. Rounp Tasie Conrerences 
1. Lasor 1n THE Biruminovs Coat Inpvustrry (Joint Meeting with 
American Association for Labor Legislation)‘ 
Chairman, Walton H. Hamilton, Robert Brookings Graduate School 
Discussion: 
Carter L. Goodrich, University of Michigan 
George W. Stocking, University of Texas 
F. G. Tryon, United States Bureau of Mines 
Edward Wieck, United Mine Workers of America 


ERIALS 2. Tre Prostem or Errectrive Urmury Recuiation 


Chairman, John Bauer, American Public Utilities Bureau 
Discussion: 
Robert Hale, Columbia University 
James C,. Bonbright, Columbia University 
Harry G. Brown, University of Missouri 
M. G. Glaeser, University of Wisconsin 
C. E. MeNeill, University of Nebraska 
3. Immuicration Resrricrion—Economic Prospects 
Chairman, Edith Abbott, University of Chicago 
Discussion: 


Leo Wolman, Amalgamated Clothing Workers, Research Department’ 
Harry Jerome, University of Wisconsin 


lware 


Edward McGrady, American Federation of Labor 

B. M. Squires, Chairman, Trade Board, Men’s Clothing Industry, 
Chicago Market® 

Florence Jansen, Rockford College 

Charles Nagel, United States Chamber of Commerce 


Buncets 
Chairman, Jessica B. Peixotto, University of California 
Discussion: 
William F. Ogburn, Columbia University 
Margaret L. Stecker, National Industrial Conference Board 
J. Maurice Clark, Columbia University 


J. Fremont Frey, Special Representative, International Stereotypers 
and Electrotypers Union 


“Published in the American Economic Review, March, 1927. 
‘Will be published by American Association for Labor Legislation. 
*No manuscript was submitted. 
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3:00 Pp. uM Friern: Sesston (Joint Meeting with the American Farm Economic 
I Officer: C. L. Holmes 
Paper: Tur Ovrtook or American AGRICULTURE 
r 
Edw G. N e, Institute of Economics | 
ou 
Discu 
T. N. ( Harvard University = 
George | Warren, Cornell University 
O. C. St United States Department of Agriculture 
Charl Bea , Secretary-Treasurer, National Fertilizer Association I 
B. H. H , University of Wisconsin 


FRIDAY, Decer 


9:00 a. Business Meetine: Election of Officers, etc. 
10:00 a. mM. Srxtu Session (Joint Meeting with the American Association for | 
Lat Leg tion ) 
Presiding Officer: Richard T. Ely 
Paper: Moron TransporTaTION IN THE UniTep 
J. E. Slater, The American Brown Boveri Electric Corporation 
‘ 
Discussi 
‘ 
Sidney | M er. Unive rsity of Iowa 
Robert S. Marx, Chicago | 
A. J. Br 1, M < Trucks, Inc. 
C. O. Rugg Ohio State University | 
H. R. Trun er, University of Wisconsin 
Horace M. Gray, Un ersity of Illinois 
12:00 wm. Meeris THE Executive ComMITrere 
*Will be publishe American Farm Economic Association. 
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nounced views on Prohibition, he had felt it especially incumbent upon 
him to see that discordant views should be presented. He added: 


THE ECONOMICS OF PROHIBITION 
Irvine Fisuer, Chairman 


The chairman, Professor Irving Fisher, said that, having somewhat pro 


I got a list of the economists who are supposed to be opposed to 
Prohibition, and wrote to them; they all replied either that I was 
mistaken in thinking that they were opposed to Prohibition or that, 
if we were going to confine the discussion to the economics of Prohi 
bition, they would not care to respond. When I found that I was to 
have no speaker representing the opposite point of view, I wrote to 
all American economists listed in “Minerva” and all American teachers 
of statistics. I have not received from any one an acceptance. 


Professor Blackmar, Professor of Sociology of the University of Kansas, 


said, in part: 


The experience of state control of the liquor traffic lays bare prin 
ciples involved in national Prohibition. It demonstrates that control 
of the manufacture, sale, and evil use of intoxicating liquor may be had 
only when the law is supported by public opinion. But it also shows 
that public opinion may be created through persistent effort, and that 
liquor laws can be enforced. 

I take the state of Kansas as an example, because it illustrates more 
than any other state the continuous struggle, for over forty years, 
with all phases of the liquor problem. 

Yet being a pioneer in a great wet region, Kansas had unusual diffi 
culties. It had enemies in the border states, who sought by organized 
effort to break down the prohibitory laws and flood the state with 
illicit goods. It had enemies within the state who were ever alert 
to break the law by bootlegging. It had its own group of “good fel- 
lows” who thought it ‘“smart’’ to circumvent the law. It had trouble 
with certain towns and localities, where public opinion would not sup- 
port the law, and government and law observance were lax not only 
on the liquor question, but on all others. Moreover the Federal 
government, by giving licenses and by court decisions, interfered with 
enforcement. 

The United States Brewers’ Association and other commercial propa 
ganda associations not only distributed their literature and sent their = 
agents into the state, but published false reports of the conditions exist ze 
ing in Kansas. : 

What did the people of Kansas do? They organized an educational 
propaganda. Every time a proposition was made to the legislatur: 
to resubmit the question to a vote or to weaken the laws, the legislature 
proceeded to strengthen them. Doubtless it will be the same way with 
Federal Prohibition. 

The law was finally and reasonably obeyed, just as other laws have 
been reasonably obeyed by a great majority of the people. A thorough 
and searching investigation in every county and town in the state, dur 
ing the years 1914 and 1915, of the amount of liquor consumed in the Bid: 
single year 1914, when all shipments must be recorded in the county SS 
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clerk’s off rey 1 that less than three gallons per capita were 
consumed ncluded alcohol in all forms. In the same year the 
whole of t United States, including Prohibition states, consumed 
twenty-two ne-half gallons per capita. Subsequently a “bone 
dry” law wa ted that greatly reduced the consumption, so that 
before the e1 ito the Great War Kansas was practically dry. 

After tl nactment of the Federal law, Washington assumed the 
responsibility iuse the Federal government failed to co-operate 
with local aut ties, responsibility was shifted to Federal officers, 
and local respor ty diminished and enforcement was lax. Hence, 
there was a! re 1 consumption of liquor for a few years. The 
illicit still and e “home brew’ became common. But this increase 
in consum} temporary, and there has been a rapid return to 
old conditio: 1 | consumption and a better enforcement of the 
law. 

In the h f Prohibition in Kansas, wherever the saloon passed 
there was le lrinking, an increase in the value of city property, in- 
crease in thi Vil recounts of families, better conditions of homes 
and a better s il life 


Professor Carver of Harvard University said, in part: 


I should like to devote my limited time to the work of clearing the air 
of some irrelevant questions. I notice that the word “can’t” occupies 
a rather large place in the vocabulary of the opponents of Prohibition. 
They are we to monopolize that word so far as I am concerned. 
I prefer to confine myself to the question, “Ts Prohibition worth enforc- 
ing,’ rather than to the question, “Can it be enforced?” If our 
people can o1 be convinced that it is worth enforcing, I am willing 
to leave it to them to find ways of enforcing it. 

As to the government dispensary system, which is now being tried 
in parts of Canada, even if I had no better argument, I would suggest 
that we wait until we see how it works over a period of years in Canada 
before we stampede in favor of that system. 

I have given considerable attention to the problem of the widespread 
diffusion of prosperity in this country. If nothing else had happen- 
ed except the saving of the pre-war drink bill, and turning that volume 
of spending money which formerly went for drink toward the purchase 
of other things, that alone would help to explain the vast scale on which 
our people are buying shoes, clothing, glazed dishes, chairs, tables, 
bathtubs. canned fruits, fresh meats, wheat bread, watches, cameras, 
telephones, victrolas, radio sets, vacuum cleaners, electric washing 
machines, and a host of other things, while at the same time savings 
deposits have increased as shown by the following table: 

Total Savin D its in all Banks and Trust Companies. June 30, 
1925 (as given in Statistical Abstract, 1925) 

1913 1920 1924 1925 
$8 548,345,000 $15,314,061,000 $21,188,734,000 $23,134,052,000 


It seems that we must bring Prohibition into the picture as well as 
the general advance in wages, in order to explain the amazing scale 
on which people are both saving and spending money. 

In this highly specialized, interlocking civilization of ours one of 


Round Table Discussions 


e the most valuable human qualities is dependability. This is an es 

eC pecially important quality in men who are to fill responsible positions ea 

1 where the remuneration is relatively high. Men who lack dependa a 

bility are certain to be demoted from such positions, or to fail of pro P 

t motion from lower positions. This inevitably tends toward the con eat 
gestion of the lower economic occupations and the depression of wages ts 

: in such occupations. Anything whatsoever that will generally promote ‘e 

; sobriety also tends to promote dependability. Next to lying, stealing, 

, and killing, probably no vice known to the modern world so effectively 

’ and directly destroys dependability as the drinking of alcoholic liquors. eee 

e I venture to say that every anti-prohibitionist would rather ride be : ; 

e hind a locomotive engineer who was addicted to almost any vice, ex a 

) cept lying, killing, and stealing, than behind one who was addicted to a 

alcoholic liquor. ph 

We ought to be interested in elimination of poverty, low wages, and ae 

1 unemployment, and anything that will tend toward a better redistri- 

bution of the population, occupationally, will help. If, for example, 

S in a given community, there are more hod-carriers than can be used 
with the existing number of masons, that community is overpopulated im 
with hod-carriers and they are just as badly off as they would be if A et 

r the whole world were completely overpopulated with all kinds of people. - 

S Mr. Leroy D. Peavey, President of the Babson Statistical Organization, 


said, in part: 


The loss of time under the old regime can scarcely be appreciated. 
In addition to the time lost, there was the loss in individual efficiency 
of operation when the worker returned, even though he was able to 
come haltingly back to his job without actual absence. There is also 
an unmistakable array of evidence that accidents to men and materials 
on account of unsteady nerves and muscles reached a very high total as 
compared with the present day. Liquor is an enemy to health and 
1 skill. To this must be coupled the fact that thousands of workers 
were actually thrown out of a job, entailing great loss in the indus- 


i trial aggregate, through increased turnover and lowered efficiency on 
the part of the man in question. 

To this must be added the expense in the old days of courts, munici E! 
: pal charities, reformatories, and private charities—a very considerable a 
, sum in the aggregate. To extend the analysis still further, there is the = . 
? inconceivable disadvantage of impaired initiative, which otherwise = 
, would have borne fruit in invention, and in improved methods and ea 
5 ideas from the man at the bench. = 


On the merchandising end of business there is the present greatly 

diversified distribution of the wage versus the old concentrated spend 

) ing in one industry. To a great extent the money now takes a fixed 
capital form or goes into savings accounts. Can any one believe that 

home building would have reached its present volume or that merchan 


dise credit and the installment business would ever have reached a 
existing proportions without Prohibition? a 
$ Moreover, through actual contact with leading business firms 
: throughout the country, I deduce the following: While a small 


minority believe that production conditions are today no better than 
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in pre-Volstead days, about 85 per cent of those whom I have met re- 
} 


port that the } tuation is immeasurably better than the old. 

As to the attitude of organized labor, my organization has also by 
personal contact obtained certain reactions from the labor leaders. 
In our interviews with labor we find that this endorsement of light 
wines and beer it best only half hearted and does not actually state 
the real viewpoint of the majority of the labor leaders. 

The swee] rosperity of the American wage earner since Prohi- 
bition went int fect is realized by labor leaders to be in great measure 
due to P: n he recent business ventures of organized 
labor, in th lds of banking, investing, and life insurance, have 
been fortunately undertaken at a time when labor has had an abundance 


of surplus fund 


Professor Fisher then read the paper from Henry M. Leland, automobile 


manufacturer of Detroit, which follows, in part: 

I have some very decided views in regard to what is known as the 
Dry Law. They are based upon my experience in operating large 
plants employing from one to six thousand men as well as my experience 
in welfare work ng tl men and in their homes, with their children. 
They are based also upon my personal observation during a long 
life in relation to the families of my friends and neighbors. From 
all these I am nvinced that the open saloon, the brewery, and the 
distillery are far and away the most wasteful, the most destructive 
forces in our countr (nd that they are the source of the greatest 
amount of suffering, of cruelty to helpless women and children, the 
greatest destroyer f character, the greatest crime-producing influ- 
ences that have eve rsed the world’s civilization. I am also convinced 


that the Eighteenth Amendment has already been a great blessing 
to the United States, that it is largely responsible for and should be 


credited with much of the following elements of prosperity. 

In 1920 we had only twenty-two million savings accounts. In 
1925 we had forty-three million. The number of these accounts 
practically doubled in five years under Prohibition. 

There is a tremendous amount of wet propaganda flooding the 
land from East to West and from North to South which eminated from 
a full but unscrupulous wet treasury, declaring, among other things, 
that there is mo lrinking now than before the Eighteenth Amend- 


ment was adopted 

When the Eighteenth Amendment went into effect, I happened to 
be in a most favorable position to secure an accurate analysis of re- 
sults. Previously there had been a large number of men who were not 
able to report for work Monday mornings because they were obliged to 
lay off to sober up. At the Cadillac plant the number of these men 
averaged from three hundred to five hundred each Monday morn- 
ing. After the Eighteenth Amendment went into effect there was a 
decided chang: Monday morning became like any other morning, and 
the enormous sums of money that had been spent by these men for 
liquor now went to buy food, clothing, and to swell their bank sav- 
ings. 


Round Table Discussions 


Professor Fetter, of Princeton University, said, in part: 


Professor Fisher calls his book “Prohibition at Its Worst,’ and 
if he had presented all these rather discouraging conclusions that 
he could have drawn instead of the optimistic conclusions he has drawn, 
he would have shown Prohibition in a far worse light than is shown 
there. He has gilded the dark spots, it seems to me, by the use he has 
made of statistics; without any intentional misrepresentation, without 
any intentional exaggeration, he has become profoundly convinced of 
the truth of this great moral reform, and he has written us a book which 
is a very effective propaganda argument for the cause as he has seen 
it. I believe myself, not from the statistical evidence, but on general 
impressions gained from many sources which have been mentioned in 
the papers of Professor Carver and Mr. Peavy, that, on the whole, 
the economic results are decidedly favorable, but I have not gained 
that impression from scientific statistics. 


Professor Tippets of the University of Iowa, said, in part: 


If I had not heard anything about the previous condition of this 
country and came in here and just heard it this morning I would have 
been wondering if this country ever had been prosperous before. 
Didn’t we have prosperous periods, even before Prohibition came in? 
Does the mere fact that we are prosperous now show that Prohibition 
did it? If we had been discussing this question in 1921 and 1922, what 
would have been our conclusion? The nation certainly was not pros- 
perous then. We are told that the workmen are buying a great many 
shoes, clothes, automobiles, radios, homes, and a great many other arti- 
cles that they use, furniture, for instance. I should like to ask this ques- 
tion: Has that been due to the effects of Prohibition, or, on the 
contrary, more to the tremendous campaign of installment. selling 
that has been carried on? 

It seems to me a great deal of the discussion has hinged on indus- 
trial prosperity. The section of the country from which I come doesn’t 
believe much in prosperity today. We are having a pretty hard time. 
When you talk about prosperity, you mean industrial prosperity; but 
why not talk about the farmers’ situation a little bit, and see whether 
his situation may not have something to do with Prohibition? Since 
the decline of agricultural prices, the prosperity has been at the ex- 
pense of the farmer. Is not that the chief explanation for your 
tremendous rise in real wages? 

We have been told a good deal about the vast increase in savings 
deposits. A lot of that may be the result of the increase coming 
from the transfer of real income from the farmer to the industrial 
worker. And here also is a factor: there has been a steady movement 
in this country of a desire to transfer deposits to savings. Why? 
Because if banks are members of the Federal Reserve System they 
need to carry only 3 per cent reserve against their demand deposits. 
I do not know how extensive that movement has been, but I have a 
feeling you could show a large part of your increase in savings de- 
posits have come from a desire on the part of bankers to transfer as 
large a part of the deposits as possible to the savings side and get a 
lower reserve, 3 per cent. 
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Professor Tyson of Pittsburg took the ground that the facts presented in 
Professor Fisher's | ire inadequate and that more facts are needed. 

Professor Fis] plied to criticism of his book, summed up the dis- 
cussion, and co! 

We see from the papers that Prohibition in Norway was given up. 
Do you know what Prohibition was in Norway? It allowed drinks 
containing 21 per « ileohol! The people were so disgusted with the 
results that t rthrew this “Prohibition.” The heavy drinkers 
wanted their “‘y nal liberty”; they did not want to stop at 21 per 
cent. It is easier to stop at one-half of one per cent than at 21. This 
is the lesson of experience. The only thing to do is what they did in 
Kansas—to tight t up whenever there is an attack on Prohibition. 
The whol the opposition consists in saying, “It can’t be 
done; it doesn’t rk’; it is not that the object is a bad thing, but 
that it does not work. Now the more you tighten it up the better 
it will work, and the more you loosen it up the worse it will work; 
and therefore tl re you will have the very conditions that led to 
the overthrow h Prohibition as they had in Norway and On- 
tario. In Ontario they originally allowed 2.2 per cent beer, then 
they “loosed uy illowed 4.4 per cent and now they have loosened 
up still furt Experience shows that there is never a_ stable 
equilibrium at 1y points and never any permanent solution of the 
liquor problem i: vide-open policy. The only stable equilibrium and 
permanent solution lies in the utter extermination of the liquor traffic. 


ECONOMIC HISTORY 
Isaac Lippincott, Chairman 
N.S. B. Gra \ brief survey was first made of the development of eco- 
nomic history chiefly in England. Commercial history arose in the seven- 


teenth century iched its zenith as a dominant school in the work of 
Adam Anderson and David Macpherson. Then followed industrial history 


which emphasized the industrious activities of man. Whereas commercial 
history had reflected the mercantile system, industrial history mirrored 
laissez faire. The developing social point of view led to social history in 
the work of Rogers, Toynbee, and their successors. 

In America there had been really only one brand of economic history to 
date, the industrial [his is found in the early histories of the seventeenth 
and eighteenth centuries as in the special monographs of the nineteenth and 
twentieth. Financial interests attracted attention from about 1832 onwards 
because of political agitation over the Second United States Bank and the 
free banking syste: Hunt’s Merchants’ Magazine was responsible for 
such historical treatment as was given to the history of commerce. Manu- 
facture became of torical interest in the decade 1858-1868. General 
treatments of the economic history of the United States are found in Eighty 


Years’ Progress (1861) and the work of Bolles (1879), Coman (1905), and 
several others. Among the many criticisms of such summary presentations 
are the disproportional emphasis on census material and the fiction of a 
national economic existence. Individuals and business firms, towns and 
cities, localities and regions are obliterated in national summaries and 


averages. 
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Round Table Discussions 11 


Seven present needs of economic history were presented. Economic 
history should be rounded out on the production side. Storage, for instance, 
though a recognized economic utility, has never been given historical treat- 
ment. Social history, emphasizing the relations of different groups within 
the middle class, should be developed in detail and correlated as a whole. 
Consumption history was suggested as a means of vitalizing the arid study 
of forms and institutions. Probably the future will demand more infor- 
mation about the history of the exhaustion and pollution of natural resources. 
Recent happenings both in Europe and America promise much for such 
exploitation history, which is taken to be the probable stage following the 
social emphasis. Business history was presented as the most hopeful 
appearance on the horizon of American economic historiography. The sixth 
argument was that economic history be given better literary form, and 
finally that it be made an intellectual discipline. 


C. M. Tuompson.—The idea has generally prevailed that that section of 
the country which comprised the Southern States during the Civil War did 
not produce sufficient food supply for its own consumption purposes. A 
comparative study of the per capita sizes and values of the food crops of 
various sections of the country, leaving out of consideration such factors 
as age, sex, color, occupation, appetite, and climatic effects on consumption 
needs, indicates that this is not the the correct opinion. 

A comparison of the per capita value production of the Southern States 
with the per capita value production of the United States as a whole 
indicates that these states produced more than sufficient food for their own 
sustenance in 1860. The states in which there was a deficiency in food 
production values were rather the New England States. When attention 
is centered on the Mississippi Valley, it is found that the Lower Mississippi 
Valley States were heavy producers of food crops, particularly of corn. 
The opinion, therefore, that the Upper Mississippi Valley States supplied 
the Lower Mississippi Valley States with food is not well founded. 

An analysis of the state of Mississippi on the basis of heavy cotton pro- 
ducing counties and low cotton producing counties indicates further that 
those sections of the state in which cotton production was heavy also pro- 
duced the largest food crops. This indicates that large slave holders, being 
large cotton producers, were also large food producers. 

If the analysis of the state of Mississippi is typical of the situation 
throughout the South, the conclusion is correct that generally the cotton 
producing planations were also food producing plantations. The South, 
therefore, was not a single crop section, but had sufficient diversification in 
agriculture to maintain itself in food. 

When individual crops are considered it is found that the South was a 
particularly heavy producer of corn and domestic animals for slaughtering 
purposes. In the per capita value of slaughtered animals every state of the 
Confederacy with the exception of Louisiana and Maryland was materially 
above the per capita value of slaughtered animals for the United States as 
a whole. The same thing is true of corn production in the South. In the 
matter of beans and peas the Southern States raised more per capita than 
any other section of the United States. The increase of wheat production 
was greater in the South between the years 1850-1860 than for any other 
section of the United States. This is an important indication not only of 
diversification but also of tendency toward increased diversification in 
agriculture. 
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These conclu ;, which appear to be contrary to the generally accepted 
notion of the Sout food crop situation prior to the Civil War, are based on 
the study of as tural production in 1860. The conclusion to the con- 
trary, which is tl nerally accepted notion, was based probably on the 
effort of Clay and his followers to furnish concrete evidence of the efficacy 
of the home market principle, by advancing the argument that the Upper 
Mississippi Stat found their market along the Lower Mississippi States 
and not abroad \gain, of the down-river shipping a larger share appears 
to have gone to tl \tlantic seaboard and to Europe and a much smaller 
share to the Lower Mississippi Valley States than many persons suppose. 
Thus, opponent lavery who based their opposition on economic grounds 
appeared, in t nthusiasm, to lay stress on what they considered a lack 
of crop diversity in the South. Finally, the handicap which the southern 
armies, particularly Lee’s Army in Virginia, carried in the nature of a lack 
of food has | ittributed to a deficiency of food products in the Con- 
federacy, but it is more likely that a complete breakdown of the trans- 
portation facil in that section accounted for this distress. When the 
army of Virgir MK eking out an existence on acorns and parched corn, 
the lower South and Southwest had plenty of food but no means whereby 
to send it to th tarving armies. 

Cuester W. Wricut.—The corporation problem has never yet received 
the attention that its importance deserves. In part this is due to the fact 
that the worst evils are mainly confined to the large corporation with widely 
held stock and the rapid growth of such corporations, outside of the rail- 
roads, is comparatively recent. In part, it is due to the fact that in the 
fields of econor ictivity where large corporations were most common 
certain other evils, notably the dangers of monopoly, seemed more serious 
and attention was concentrated upon them. Out of this latter situation 
arose a very general tendency to confuse the corporation problem with the 
problem of monopoly Yet fundamentally the latter problem is essentially 


different. It centers about the question of monopoly control and _ the 
practices and devices used to secure and maintain such control. The cor- 


poration problem, on the other hand, is that of devising a form of business 
organization suited to meet the needs of modern large scale industry, with 
such specializ ition of functions as may be required, which shall at the same 


time so safeguard the various interest concerned as to secure an efficient and 
equitable administration of the corporation’s affairs. When these two 


problems are « ly seen and sharply differentiated we shall make more 
rapid progress in attacking both of them. 

The rise of the corporation to its present importance is at bottom the 
product of two developments. First, the growth of modern large scale 
industry has ers i the need Second, the evolution of corporation laws 
has sought to supply this need. The former development is well known, 
but the latter | ved scant attention. 

Essentially tl lvantages of the corporate form of organization consist 
of two features First, it provides a more or less permanent existence 
independent of the life of any individual. Second, better than any other 
form of business organization, it makes possible a specialization of functions 


between different grovps of individuals. The three outstanding groups are 
the owners, the cred and those in practical control of the management. 
though there may be subdivisions of each group. Such specialization is 
essential in large scale business enterprise, but it has its disadvantages, for 
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it tends to create possible conflicts of interests between these groups. One 
of the groups, more commonly that in control of the actual managment, 
may use its power to obtain personal gain at the expense of the other groups. 
It is out of this situation that the worst corporation evils of today have 
arisen. But to understand the present situation fully the history of our 
corporation laws must be known. 

In the evolution of our corporation laws during the nineteenth century 
three periods may be distinguished. The first period is characterized by 
a growing willingness to make corporate charters easily obtainable and ends 
about the middle of the century with the adoption of general incorporation 
laws by most of the states. The second period, extending to about 1888, 
brought no marked changes in the general character of these laws. The 
third period, starting with the changes introduced by New Jersey about 
1888 and continuing down to the present, has witnessed a great increase in 
the powers and privileges granted to corporations, particularly those vested 
in the officials. The very considerable income obtained by New Jersey 
from the large corporations which found its charters most desirable led 
other states to follow its example. To get the business these other states 
had to offer charters still more attractive to promoters and officials of cor- 
porations. This led to grants of still more privileges; in practice greater 
specialization of functions as between groups developed; but little or no 
attention was given to establishing safeguards such as would prevent one or 
another specialized group, particularly that in actual control of the manage- 
ment, from abusing its powers for its own gain at the expense of other 
groups. The result has been that the corporation laws of certain of our 
states are among the worst in the world. For the person who wishes to 
take full advantage of them, they provide the greatest get-rich-quick device 
ever invented. 

If this analysis of the nature and origin of the problem be correct, 
it points to two main lines of action for attacking the problem. The first 
would be to prevent more specialization of functions between the different 
groups than is essential and to seek to increase the bonds of common interests 
between these groups. The second is to see to it that adequate safeguards 
are inserted in our laws to prevent any one group abusing its power for 
personal gain at the expense of the others. A corollary would be that, since 
competition between the states is in no small measure responsible for the 
present situation, the quickest and surest way to remedy the difficulty is to 
give the federal government control, if necessary, by a constitutional amend 
ment. 


H. H. Preston.—The first law for the segregation of savings assets was 
passed by New Hampshire in 1891. Michigan followed in 1899. Greatest 
interest in the plan was aroused during the period immediately after the 
panic of 1907, when banking legislation was a prominent national and local 
issue. Connecticut in 1907, Rhode Island and Massachusetts in 1908, and 
California and Texas in 1909 passed segregation laws. Since then there has 
been added to the list Maine, Minnesota, Oregon, Oklahoma, and Wyoming. 
Segregaton is not a sectional question since the states which have passed 
such laws stretch from the Atlantic to the Pacific. 

The supervisors of state banks in their annual convention in 1909 went 
on record in favor of such legislation. During this period there was also 
agitation in favor of applying the plan to national banks. In order to 
learn the attitude of the bankers on the question the Comptroller in 1911 
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sent an inquiry on this and other — in connection with savings depart. , 


ment to national bank \lthough the vote showed much interest in segre- 
gation it also r | the extent of the opposition, for of the banks which 
replied more than half opposed the plan. Opposition was strongest among 
country banker } 

The fundamental reason for segregation laws is to afford greater pro- ; 
tection for savings depositors. What do the facts show? In the states 
which have had segregation laws the proportion of failures have not been 
high. Taking them all in all, segregation has afforded a high degree of 
protection to savin lepositors. Oregon has had a conside ae #8 number of 
failures and therefore furnishes the best source for appraising the results 
of segregation from the standpoint of safety for savings deposits. From ' 
1911 to the end of 1925, twenty banks were closed, twelve of which operated , 
savings departments with segregated assets. In most of the cases th: 
payments to the savings depositors have greatly exceeded the percentage , 
paid to other depositor In some cases the savers have been paid in full. 
Thus the Oregon data shows conclusively that segregation of assets has 
meant much greater safety for the savings depositors, and also a more 
prompt payment of their claims. ' 

Under all the segregation laws, the savings depositors have a first and ‘ 
exclusive lien upon the assets of the savings department until they are paid 
in full. The claim that they have upon the other assets differs in different , 
states. In one way or another all but California and Oregon now grant 
an equal lien with th depositors upon all other assets. 

Does the large measur ‘of safety resulting from segregation result in a 
larger volume of savings deposits? This point is difficult to prove because ‘ 
many factors enter into the increase in savings in recent years. Never- 
theless, there is some indication to show that the higher protection is an 
important factor in the increase in such deposits. ‘ 

The principal objections raised to departmental banking have been: first, 
that money will be diverted from local purposes to outside investments; 
and second, that added cost will be involved. 

The country banker especially protests that he will be forced to invest 
in bonds and outside paper to the detriment of his own community. As to 
cost, the country banker especially feels that the result would be to 
increase materially his cost and reduce his profits. 

In conclusion, the segregation of assets of savings departments has worked 
out successfully where tried. Experience in Oregon and California points to 
departmental banking with allocated capital and surplus as the best way to 
assure the savings depositors of the maximum of protection without weaken- 
ing the position of tl commercial depositors. 

Better savings bank legislation is needed especially in the South and West 
where mutual savings banks are relatively undeveloped and where the 
savings will flow largely to the savings department of the commercial banks. ° 

Orvat Bennerr.—lIn the early history of the common law no mention 
was made by the courts in regard to unfair competition. Prohibition, 
however, was placed upon all contracts in restraint of trade. In the period 
of mercantilism the market was under the control of law and not of compe- 


tition. The rise of individualism introduced the period of laissez faire 
which established competition as the regulator in the market. This change 
paved the way for unfairness in competition and the courts were much 
exercised about drawing a distinction between “fair” and “unfair” compe- 
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tition. The definition of what constituted unfair competition was _ first 
begun by the English courts and was later undertaken by the American 
courts. 

A survey of the early court decisions shows that the essence of unfair 
competition seems to be some form of fraud or deception upon the public. 
Although, of late years, the courts have held that fraud or deception is not 
a necessary ingredient of unfair competition. 

Changes in our economic organization greatly modified unfair practices 
already recognized, and also introduced others heretofore unknown. The 
existing court machinery was inadequate to handle the new situations so the 
Federal Trade Commission was established in 1914 with the view of assisting 
the courts in defining and reaching heretofore unsuppressed unfair business 
practices. It was believed that a body of experts, consulting economists, 
and lawyers might offer some solution of the problem. 

When the Act itself was under consideration in Congress, it was proposed 
to define and make unlawful the various unfair practices. But it was soon 
felt that to attempt to define and enumerate what should be considered as 
unfair methods would be disastrous. Such procedure would undoubtedly 
have for its effect the prevention of some practices that should be allowed, 
and it would fail to prevent others that skillful evadors might devise. So 
Congress wisely contented itself with a general prohibition of unfair 
methods. 

The chief duty imposed upon the Federal Trade Commission is concealed 
in the following eleven words found in Section 5 of the Act: 


“That unfair methods of competition in commerce are hereby declared unlawful.” 


It is in these eleven words that the kind of case over which the Commission 
has jurisdiction is defined. In the first place, it is to be noted that unfair 
methods in competition in commerce are declared to be unlawful. That 
means that only cases affecting interstate commerce are within reach of the 
Commission’s powers. Then a little further in the same section the Act 
requires the Commission to issue formal complaint in all cases if it has 
“reason to believe that the respondent has been or is using any unfair 
methods of competition in commerce, and it shall appear to the Commission 
that a proceeding by it in respect thereof would be to the interest of the 
public.” The second requirement in a given case necessary to give the 
Commission jurisdiction is that the alleged unfair practice must affect the 
public interest. Then, third, the Commission is limited to cases involving 
unfair methods in competition. 

The Commission has made no attempt to define in general terms what 
methods of competition are unlawful, but prefers to leave this term elastic 
to cover all future unlawful competitive practices in whatever form they 
may appear. With respect to competition, the Commission feels itself com- : 3 
mitted to at least two policies. First, that our economic system is primarily a: 
competitive and that the real test of competition is efficiency. In the second 
place, that competition is not inherently and absolutely good. The Com- 
mission has adopted the general policy that whenever in trade and commerce 
healthy competition is possible, it should be maintained. In the Federal 
Trade Commission vs. Gratz, the Supreme Court said that “the Act was 
certainly not intended to fetter free and fair competition as commonly 
understood and practiced by honorable opponents in trade.”’ 

When one turns to an analysis of the decisions of the commission in 
specific cases, by far the greater part is concerned with deceptive and 
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dishonest practices which may injure the public, and which are only indirect. | 
ly and remote] ‘ned, if at all, with restraint of trade and monopoly 

In all, the Commi n has tabulated some sixty odd so-called unfair methods 
which have been d ired contrary to the provisions of the Federal Trade 
Commission Act, or the Clayton Act. Classifying these specific charges 


for the year 1924, the statistics show that false and misleading advertising 


en misbranding of products comes next, whi: 
misrepresentation easily falls third, and passing off of name and goods js 
fourth. These four charges re present various forms of deception inflicted 


easily leads all the rest I} 


upon the public and constitute almost 77 per cent of the total charges of 
unfair competition tabulated. On the basis of increase of 1924 over 1923. 
misleading advertising shows a gain of 35 per cent; then misbranding. 
increased 7615 per cent; then passing off of name and good increased 2; 
per cent; misrepresentation increased 168 per cent; while unfair methods | 
of combination re int of trade and espionage showed only slight 
increase. Many items show a decrease such as disparagment of com- 


petitor’s good ness, interference with competitor’s source of supply, 
price fixing, resale ( itintenance, price discrimination, and tying and 
exclusive contract Many charges of unfair competitive methods that 
appeared in 19: is bogus independents, boycotts, full line forcing, 
and subsidizing salesmen. disappeared entirely from the list as tabulated ' 
in 1924. 

The scope of the Federal Trade ( ommission has been extended to cover 
the entire trust } 1 and related fields. It reaches from the simplest 
forms of unfai thods in competition through all phases to the more 
complex quest of trust dissolution. These activities now touch the 
whole range of raw materials, manufacturing, wholesaling, re 
tailing, exporting nipulation of markets, ete. In fact the jurisdiction 
is limited, but by th proportions: first, is it an unfair method in compe 
tition; second, do it aftect the public; and third, is it interestate 
commerce? The ( mission is not interested in private quarrels between 
the parties involved [he main question to the Commission is, does such 
practice tend to deceive or defraud the public, does it tend to create 
monopoly, or does it substanti illy tend to eliminate or hinder free compe- 
tition? 

In conclusion I wish to say that unfair competition under the common 
law is, as the many court decisions will testify, founded upon the general 
principle that somebody has been deceived. Of late years, and particularly 
since 1915, the t been expanded both by the courts and the Federal 
Trade Commission in its meaning and scope until it may truly be said that 
there are many cs of unfair competition, some in which there may not 
be present the element of fraud or d ception, or in such minor form as to be 
of little or no weight in the case. Yet as statistics will testify, we must 
conclude that the fundamental 


il source of unfair competition lies in some form 


of deception or fraud committed upon the public where the common law 


courts first placed it 


Max S. Hanpman.—More or less accidentally economic history has been 


gaining recognition in the last ten years. This recognition, being more 
or less naive, is far from being the attitude which needs to be taken towards 


the economic facts of the past in order to help in the reconstruction of eco- 
nomic theory going on now 


What is needed is a conscious utilization. of 
these economic facts of the past for theoretic purposes. The failure of 
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philosophy of history, of the historical school of economics, and of the 
economic intrepretation of history has made us so fearful of theorizing that 
we have poured out the baby with the bath. Yet besides antiquarianism or 
joy of research the only value of economic history to the economist is in this 
help towards the construction of economic theory. 

The place of economic history in such a reconstruction cannot be de 
termined by considering the facts of the past in any other but a genetic 
manner. The mere presentation of a sequence of economic acts is not 
enough, because a mere sequence docs not tell us very much. The signifi- 
cance of economic behavior does not appear by seeing one thing come after 
another. Only when the various forms of behavior are seen as parts of a 
system can each one be placed in its proper relation, since the meaning of 
each is given to it by this very relation. 

Such a system of relations is of necessity more or less a closed system, 
“closed” in the sense that the factors which compose it bear more definite 
relations to each other than to any other group of factors and that when 
taken together they give us a clearer picture of what has taken place than 
these same factors can give us when taken in any other way. In eco- 
nomics such closed systems of behavior are found in the phenomena of the 
business eyele. The business cycle, in addition, presents to us in an abbrevi- 
ated form the sort of information which one needs to have in order to under- 
stand how one series of economic relationships passes over into another. 
The end of the cycle does not correspond with its beginning; it is in fact the 
beginning of a new cycle with new elements, or old elements changed in 
quantity, in size, with a different rate of speed, a different redistribution of 
power and emphasis and different social consequences. Yet all remain 
within the domain of measurable quantities and intensities. 

The cycle as a unit of investigation in the study of economic behavior 
over long periods of time seems to me to be the most fruitful device for an 
understanding of economic change. The genetic method consists in select- 
ing the economic phenomena disclosing such cyclical behavior. I use the 
word “selecting” advisedly, because it is a selection that we are interested 
in, but a selection which will throw light on the whole series of cycles which 
will then be seen to be related to each other. And select we must, because 
it is absurd to think that all economic phenomena have the same significance 
for us. Every attempt at classification is a selection, and the fear of pre- 
judgment because of selection is groundless and beside the point. 

Now the cycles of economic behavior which will throw the most light upon 
our own economic life and which will enable us to help in the construction 
of the most tenable economic theory—or explanation of that economic life 
are those which make up the economic history of Europe since the fall of 
the Greco-Roman world. It happens that a minor accident of linguistic 
barrier makes most of the information about the economic history of Europe 
inaccessible to the American student. To overcome this difficulty, I propose 
that the American Economic Association appoint a committee which shall 
function with a similar committee appointed by the American Historical 
Association. The purpose of these committees shall be the selecting, trans- 
lating, and editing of such studies and documents as in their judgment will 
best serve the purpose of placing at the disposal of the American student 
the facts of the economic development of Europe. I also urge the publication 
of a journal devoted to the study of the problems connected with economic 
history and its implications. 
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THE USE OF THE QUANTITATIVE METHOD IN THE STUDY | 
OF ECONOMIC THEORY 


WorkING, Chairman 
The discussion at t round table on the “Use of the Quantitative Method 
in Economic 1] was directed primarily to a consideration of means 
for rendering quantitative studies more effective in contributing to thy 
general body of « principles and laws. The chairman called atten. 
tion to the fact that ny of the existing organizations supporting quan 
titative econon tigations are interested solely in problems of im- 
mediate practical significance and that even those organizations which 
might be expected to concern themselves with the development of economic 
science for its own sake have devoted their attention largely to practical 
problems. In many cases the nature of the problems under investigation 
has led to choosing members of the staff more for their knowledge of tech- 
nical problems than for their training in economics. 
This situation appeared to him to raise a series of problems, the general 
nature of which might be suggested by the following questions: 
1. May quantitative studies directed primarily toward the solution of 
practical economic problems be expected to contribute significantly to the 


general body of knowledge of economic laws or principles? 

2. Should gre opportunity be offered for carrying on quantitative 
work on problems the practical significance of which cannot be seen at 
the outset? 

3. What, if anything, needs to be done to render the general body of 
economic knowledge more useful to the practical quantitative worker and 
to permit the results of quantitative work to be more quickly assimilated 
into the general body of economic knowledge? 

Professor John D. Black, in charge of the teaching and research in 
agricultural economics at the University of Minnesota, called attention 
to facts connected with research in agricultural economics which render 
experience in that field particularly instructive in connection with the 
subject before the round table. A large amount of money has been spent 
for research in agricultural economics, with relatively little contribution 
to economic theory resulting. Recent years, however, have witnessed 
increasing contributions 

The slow progress in the past may be attributed in part to the pressure 
for “service work,” but in the opinion of Professor Black the principal 
circumstances which have retarded progress have been the lack of an 
adequate grounding in economic theory on the part of research workers 
and the failure of those who have had extensive economic training to apply 
general economic theory to the problems in hand. 


The failure of workers trained in economic theory to apply that theory 


to the solution of real problems may be attributed largely to the fact that 
the theory has not in general been reduced to a working basis. If economic 
theory is to be used in solving real problems it must be extended and 
and elaborated ‘“‘so that it fits the actual conditions which one finds 


in economic society, and so that it can be combined with the facts and 
phenomena and principles of the natural sciences and the other social 
sciences.” The necessary elaboration of economic theory, Professor Black 
predicted, will con bout largely, however, through developments made 


by economists applying the theory in solving actual problems. While 
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Ipy{ emphasizing the part which must be played by the worker on actual prob- 
lems in developing economic theory, Professor Black held that there is 

also an important place to be filled by the abstract theorist in testing 
out the logical accuracy of conclusions reached in work on actual problems 
and in synthesizing the results of such work. 


thod Professor Frank H. Knight, head of the Department of Economics of 
— the University of Iowa, stated his relation to the use of the quantitative 
tae | method as that of a critic. His critical attitude, he said, is based on a 
iten- feeling of the enormous complexity, vagueness, and instability of economic 


uan 


data, and a skepticism in regard to sources, partly derived from the study 
954 of statistics under Professor W. F. Willcox. He emphasized the state- 
hict 

" ment of Professor Black that very careful theoretical analysis is a pre- 


art requisite of valid statistical procedure. The data for economic investi- 
ical gations come mainly from census reports and other public records on one 
tion hand, and book entries of business establishments on the other. All these 
ech- Fare notoriously subject to errors, some definitely biased and others of un- 
known character, and all call for an enormous amount of “interpretation.” 
im All this, however, does not mean that statistical inquiries are useless 
or ought not to be prosecuted with vigor. While statistical demonstra- 
of | tion must largely wait on better definitions of concepts and more reliable 
the source material based on such definitions, it is true here as in other cases 
i that not much comes to those who only stand and wait. Not only may 
ve } results far short of the ideal be far better than nothing, but the statistical 
at investigations themselves form an important urge toward more accurate 
and intelligent recording and reporting of data. The two things must 
of certainly work together and in interaction—better units and sources, 
nd better manipulation and conclusions. This Professor Knight thought to be 
ted particularly illustrated by the statistical studies of cost in relation to 
; price. It is his opinion that the cost records of most business establishments 
a are not of a character to furnish a foundation for much testing of principles 
on 


; of economic theory—whether the testing be of the principles themselves, 
- b or the reduction of these principles to accurate “functional” terms. The 


the business man’s conception of cost is not that of the theorist—and the con- 
mt ceptions of some of the investigators are not above criticism. But it can- 
ar not be doubted that the statistical studies and the published results are work- ’ 
ed ing for the development and diffusion of better cost procedure, and some of 3 
the results of this improved procedure are significant even now. = 
Admitting that his views might be attributed to defense-psychology, ie 
Professor Knight contended that there is still room for further develop- 
a9 ment in the pure theory or mechanics of economic relations. Here he drew 
ie upon the analogy of mechanics. We have not yet made in economics the 
" distinction, necessary in any quantitative study of cause and effect, be- 
tween the action of a force against another force or other forces, against 
ry the inertia of a mass, and against a frictional resistance. No doubt some 
= quantitative induction is necessary in connection with this, as it was in the 
4 defining of force, energy, and momentum in mechanics, but it is primarily 
is a matter of logical analysis. The “crying need” in theory, for inductive 
; study, is to gain more knowledge of the speed of economic reactions. Pro- 
. fessor Knight is of the opinion that the fundamental theory of the business 
+ cycle is to be found in a general mechanical principle of a tendency to 


, oscillation wherever there is a considerable time lag between a cause and 
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its effect. This llustrated by Aftalion’s example of the control of 
fuel supply to a nace by a thermostat. 

Professor Wesley C. Mitchell, Director of the National Bureau of 
Economic Resear riticized the doctrine that economics should proceed. 
from deduction to induction and that the chief service of the quantitative 
method consists in providing ‘a statistical complement of pure theory” 
and proposed an alternative conception of the place of the quantitative 
method 

It is a blunder, he held, to identify quantitative method with induction and 
the process by wl rthodox economic theory was developed with de- 
duction. In all thinking it is necessary to pass from the confused data 
yielded by observation to comprehensive ideas, and back to particular facts. 
In this respect the method of Ricardo and the method of the modern quanti- 
tative worker are identical. Nor is the advantage of the quantitative worker 
merely one of dealing with more comprehensive and accurate data; the 
methods and concepts of statistics furnish a technique and a body of 
ideas which gre itly exten 1 his analytical power. 


The concept of the quantitative method as serving chiefly to provide 
‘‘a statistical complement of pure theory” Professor Mitchell criticized on 


the ground that much of the truth is missed if statistics are used merely 
to check theories f: lated without regard to the statistics. For illus- 
tration he cited the apparently insuperable difficultues of making a sta- 
tistical investigation of pure interest and the other elements in gross interest 
as recognized in traditional theory, and called attention to important 
phenomena observed in the statistics which have been neglected in traditional 


interest theory. 

Professor Mitchell ventured the prediction that in place of this concept 
of the function of quantitative method which he criticized, economists 
would adopt a concept involving the measurement of such phenomena as 
can be subjected to measurement and the framing of problems with a 
view to utilizing the full possibilities of collection and analysis of facts 
permitted by the statistical method. In the process, he held, economics 


should gain, not only in precision and in relevancy to actual experience, 


but also in intellectual interest 

Mr. F. E. Richter, of the American Telephone and Telegraph Company, 
remarked that one whose use of quantitative data is primarily in the study 
and analysis of | ; conditions and the relations of economic factors 
thereto, is keenly conscious of the blur in statements of economic princi- 
ples of causation. He does not find that preciseness of outline which 
either the qualitative economic theorist or the mathematical economist 
ascribes to economic phenomena. He feels much sympathy with the 


point of view of Dr. Clapham’s article, “Empty Economig Boxes” in the 
Economic Journal a few years ago. 


The qualitative theorist, although realizing often the importance of “other 


things being equal,’ often also seems to forget that other things seldom 
are equal. But this fact is borne in on the business economist and sta- 
tistician. He finds new forces and new resistances constantly making them- 
selves felt, whose measurement he finds it impossible to make, and whose 
recurrence he cannot assume. Because of this, Mr. Richter questioned the 
efficacy of multiple correlation or other mathematical processes as certain 


aids in the handling of such problems. For analyses concerned with single 
commodities or with single factors, such mathematical processes may be of 
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real value, but for complex situations their validity must often be seriously 
called into question. 

In business economics, Mr. Richter held, we have to deal not with such 
factors as those Professor Black mentioned as bearing on the problems of 
the agronomist, the husbandryman, and the agricultural economist—prob- 
lems of chemistry, physics, and physiology—but with such constantly chang- 
ing factors as the science of business management, the manifestations of 


human nature in all fields (however unchanging we may postulate human 
nature itself to be), and business organization. The last is illustrated by 
the increasing number and even more rapidly increasing importance of 
immortal persons (corporations) which plan, not just for the next few 
months or years, but for ten, fifteen, or twenty years in advance. New 
elements of rigidity, lag, and friction, as well as of elasticity and flexi- 
bility, are thus being introduced into our business structure. 

Professor Henry Schultz, of the University of Chicago, took as sufficient- 
ly evident the need of the quantitative worker for an economic theory and 
discussed the merits of the mathematical theory of economics for this 
purpose. As evidence of the merits of the mathematical method in economic 
theory he cited three notable contributions of mathematical economists in 
clearing up points on which confusion had long prevailed. In stating the 
quantity of a commodity demanded as a mathematical function of the 
price, Cournot cleared the way for progress that was impossible so long 
as the understanding of the relationship was only such as was reflected in 
the statement that “the price of goods is in the inverse ratio of the quanti- 
ty offered and in the direct ratio of the quantity demanded..... The 
relation between the cost curve and the supply curve as it was described 
before the publication of Auspitz and Lieben’s classic Untersuchngen iiber 
die Theorie des Preises, 1889, was vague and equivocal as compared with 
that formulated by these two mathematical economists.” Again, the prob- 
lem of the so-called circular reasoning involved in the interdependence 
of prices, the price of production goods, for example, depending on the 
price of the product while the price of the product depends on the price 
of the agents of production, was solved by Walras in 1871 when he wrote 
“the price of any one commodity as a function of the prices of all other 
commodities, and when, by the use of simultaneous equations he showed 
that the price problem is solvable.” Walras thus “succeeded both in com- 
pletely surveying the interrelated factors in exchange, production, and 
distribution in such a way as to give a truer insight into the complexity of 
our economic system, and in paving the way for subsequent applications of 
the quantitative method to the problem of measuring the relative strength 
of the different economic forces.” 

In the opinion of Professor Schultz “this does not mean, however, that 
the mathematical theories are the only ones that have suggested problems or 
methods of solution to the statistical economist.....but the mathematical 
method has marked advantages in the definition and analysis of concepts, 
in the discovery and presentation of a general view of the field, and 
in the discovery of appropriate quantitative methods.” 

Professor Schultz then pointed out the notable advance made in the 
recent work of H. L. Moore in which the theory based on assumptions of 
a static equilibrium is extended to permit formulation of a comprehensive 
theory with a realistic treatment of an actual, moving equilibrium. A still 
more general and less empirical solution promises to be reached, in the 
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opinion of Prot Schultz, by introducing the time element explicitly 
rather than im} Promising work on this line is being done by C. F. 
Roos and G. C, | 

Professor Hor Seerist, Director of the Bureau of Business Research 
of Northwest i that his contribution to the round table 
on “Quantitat M n the Study of Economic Theory” would prob 
ably be most help! f he would explain in brief the use which he had 
made of quantitat thods in studying certain retail and banking prob 
lems. As a b his discussion he suggested that “if a law is 
simply a conceptu eme and not inherent in the universe as such, but 
only in the mind of if the relations or sequences which it expresses 
do not stand in rrow order of cause and effect, but should be thought 
of only as being ited, then the distinction so frequently drawn 
between a ‘natural law’ and an ‘economic law’ is removed and the way pre- 
pared for those | sciences, on the basis of a suitable methodology 
applied to thei ptions, to discover schemes which satisfy the 
requirements of a ‘la thus defined.”’ 

He then summarized the methods and results of a study of expenses of 
operation of firms e1 ed in retail trade and banking, designed to reveal 
uniformities in the operation of the competitive system. In presenting the 
summary, he stated first the hypotheses from which the study proceeded, 
described the data lected, the quantitative methods used, certain of the 
results, and the mear i to verify the results. Finally he summarized 
the uniformities ol ved, presented a theory to explain the uniformities, 
and indicated a new hypothesis growing out of the study. 

The uniformities discovered in the study were stated by Professor Secrist 
as follows: 

1. The cost positions of firms in a given year are positively correlated 

with their positions in subsequent years. 

2. Over the whole range of costs in a given year there is a net tendency 
for firms, with costs above the average and for those with costs 
below the average, to move toward the average in a subsequent 
year, the amount of the movement varying directly with the 
amount of deviation whether measured on an absolute or on a 
relative basi 

3. The net change in cost position relative to the average as between 
two years is greater in the firms with high costs or with costs 
above the average than it is for those with low costs or with 
costs below the average. 

t. The identity of marginal firms changes from year to year although 
marginal costs are always present. 

5. The identity of firms with modal or representative costs changes 
from year to year, although modal or representative costs are 
alw ays present 

6. The dis) n of the costs for firms in the fields studied decreases 
from year to year, thus indicating a process of regression to 
type. 

7. Retail trade and banking are conducted under locally competitive 
conditions which are transmitted from area to area and from 
firm to firm, thus linking up into a single market, for each type 
of business, local trading centers. Retail markets are, therefore, 


continuous rather than discrete. 
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The following theory was advanced to explain the uniformities: 


1. The force operating to produce substantial uniformity in the ad 
justments of the cost positions of firms in retail trade and bank 
ing is competition transmitted from firm to firm and from area 
to area, and extends both to expenses of operation and to volume 
of business transacted. 

2. The different degrees of adjustment made by firms in high and 
low cost positions indicate a “rent” or differential of business 
ability. 

The new hypothesis suggested by Professor Secrist was that “a measure 
or index of the degree of competition in different industries may be secured 
by a study of the adjustments from period to period of firms on expense 
and profit ladders or within expense or profit dispersion areas.” 

Professor Kemper Simpson, of the University of Cincinnati, spoke chiefly 
of the value to students of economic theory of the unit cost studies which 
have been made by several agencies of the United States Government. 
Some of the generalizations which he had formulated as a result of his 
experience with these cost studies he stated as follows: 

1. “For many industries during a normal period, or over a series 
of years....if the costs per unit of product are grouped according to 
their size so as to form a cumulative curve, the average price received will 
normally cover the costs of approximately 85 per cent of the production,” 
allowing the industry ‘‘a gross profit (interest plus profit) of approximately 
10 per cent on the total capital invested.” 

2. “The fact that the agricultural cost curves are not straight lines 
shows that the treatment of entrepreneurs’ profits as differentials is prob- 
ably more significant in the analysis of price than Ricardo’s doctrine of rent.” 
3. “The doctrine of comparative costs, which has been formulated in 
terms of service or sacrifice costs, must be reworked in money costs’’ with 
recognition of the fact that there are many costs instead of one cost in 
each country. 

4. “That contact with accountants who construct costs as well as the 
analysis of the cost curves should convince economists of the necessity of 
redefining some of their most important terms and fundamental concepts.” 

Finally, Professor Simpson held that “if these conclusions seem of any 
value, they should argue for a closer co-operation between the American 
Economic Association and the different branches of the Government. If 
economists with training and interest in the larger problems of economics 
were planted in proper positions in the government service, they would 
not only help to clarify the practical economic problems but they would 
at the same time gather much of value for economic science.” 

Mr. Carl Snyder, Chief Statistician of the New York Federal Reserve 
Bank, discussed the work being carried on by the Bank to obtain satis- 
factory current measures of the elements in the “equation of exchange.” 
This work constitutes a most interesting illustration of a quantitative investi 
gation in which the conditions to be satisfied may be deduced rigorously from 
the theoretical statement of the problem. 

Mr. Snyder emphasized especially the need for measures of the general 
price level and of the volume of trade which accurately satisfy the conditions 
implied in the statement of the equation of exchange. The price index 
numbers in most common use, constructed from wholesale prices, deviate 
widely from the course of the true general price level because retail prices, 
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and particularly w nd rents, have followed quite a different course 
since 1914 than \y rices It has been necessary, therefore, to 
construct a new I r of prices, endeavoring to give representation 
to every important of goods and services—weighting each quotation 
or constituent ind ortion to the volume of transactions in goods or 
services for whic { ite the price index. 

It was necessa! to construct a new index of volume of trade, since 
indices commonly thought to satisfy the requirements included primarily 
basic raw materia nd wwed an exaggerated cyclical fluctuation. Bank 
deposit data, rep ting the principal element in the circulating medium 
of the country, ha been available, and with the measure of velocity 
of circulation of lable from the data on debits to individual 
account which ha 1] | by the Federal Reserve Banks for several 
years it becom le to supply monthly numerical values for each 
term in the equatior ins 

The accuracy of t nthly numerical values obtained for the various 
elements in thi juat of exchange is indicated by the closeness with 
which the equation | nees with each set of numerical values. This test 
Mr. Snyder made | lating for each month the price level index neces- 
sary to make the equation balance and comparing this with the price level 
index as actually « ted from the price data. This comparison gives 
a close check thro t st of the period covered. During most of 
1923, however, the ] e level index stood considerably above the figures 
which appeared p n view of the values obtained for the other elements 
in the equation of es No explanation has thus far been found for 
this discrepancy 

Professor C. L. Alsberg, director of the Food Research Institute and 
former chief of the Bureau of Chemistry of the United States Department 
of Agriculture, d 1 points in the history of research in the natural 
and physical sciences which appeared to him to have a bearing on prob- 
lems of development of economic research. He called attention first to 
the speculation of t early philosophers relative to the constitution of 
matter and the sign ince sometimes attached to the development of an 
atomic theory of matter in the absence of scientific observations to support 
the theory. Those who developed this view are not to be credited with a 
contribution to know ve, he held, because those who held that matter is 
discontinuous had no better basis for their contention than those who 
held that it is conti is. It was only when concrete evidence was 


obtained in support 
was made. 


one theory that a real contribution to knowledge 


Early doctrines regarding the movements of the stars and planets were 
marked by a similar acceptance of theories without any real basis in knowl- 
edge of facts to support them, influenced largely by deductions from theologi- 
cal doctrines. Progress in astronomy came with the careful recording of 
quantitative ovservations on the positions of the stars and planets and the 
study of long lists of observations to discover explanations of the facts 


observed. 


+} 


hod has been essentially the same as in as- 
tronomy, Professor Alsberg remarked. Facts have been observed which 
called for explanation and quantitative data have been collected and 
studied until sufficient evidence has been obtained to warrant conclusions 
with a substantial foundation in observed fact. 


In other sciences tl me 
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PRESENT DAY CORPORATION PROBLEMS 


W. Z. Ripetey, Chairman 


Editor’s Note: In the absence of Professor W. Z. Ripley, the round table 
on “Present Day Corporation Problems” was conducted by Max Lorenz, 
Statistician for the Interstate Commerce Commission. Instead of a 
general digest, as in the case of the other round table sessions, the topics 
presented by the invited speakers and the discussion which followed have 
been published for this session. 


THE COST OF RAILWAY CAPITAL UNDER THE TRANSPOR 
TATION ACT OF 1920. 


H. B. Dorav.—The return to capital constitutes an important element 
in the cost of transportation service, but relatively little attention has been 
given to the problem of the “rate of wages” to be paid capital in these in- 
dustries. The price at which capital can be secured is a more important 
aspect of the bargain for capital in the regulated than in the unregulated in- 
dustries. 

Economists have long recognized the close relationship between the cost 
of capital and the necessary rate of return to be allowed in a regulated 
industry. ‘The courts also have in recent years given more careful atten- 
tion to the determination of the rate of return and have recognized the cost 
of borrowed capital as an important point of reference for its determination 
In the Transportation Act of 1920 there is for the first time definite legisla- 
tive provision concerning the rate of return on steam railway capital. In 
view of the definite provisions of the Act with respect to the rate of return 
and the responsibility of the I. C. C., within certain limits, to fix the rate 
which shall be earned, it seems useful to determine what the cost of capital 
has been during the first six years of this new legislation. 

The provisions of the Act of 1920, establishing control over security 
issues and the methods developed by the Commission in administering it, 
make it possible to secure accurate facts covering substantially all cases 
of railway financing since May, 1920. The original sources of information 
showing the total cost of capital and the proportion which the “cost of 
hiring” is of the total, are the applications of the carriers to the Initerstate 
Commerce Commission for permission to issue and the required returns 
showing the proceeds and disposition of securities authorized and issued. 

Before proceeding to a determinaion of the cost of capital and an analysis 
of the various elements in that cost, it may be desirable to recall the 
provisons of the railway legislation of 1920 bearing on the problem of 
the rate of return to capital and thus affecting the conditions of the bargain 
for capital. 

In the Transportation Act of 1920 the Interstate Commerce Commission 
is authorized and directed to prescribe just and reasonable rates which 
“will, under honest, efficient and economical management and reasonable 
expenditure for maintenance of way, structures, and equipment, earn an 
aggregate annual net railway operating income equal as nearly as may be 
to a fair return upon the aggregate value of railway property of such car- 
riers held for and used in the service of transportation.” 

This general statement of the doctrine of a fair return upon the fair value 
is, in paragraph 3 of section 15a, made more specific and definite. The 
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Commission is ordered “from time to time to determine and make public 


what percentage « iggregate property value constitutes a fair return 
thereon and such ] nt shall be uniform for all rate groups or terri 
tories which may be d nated by the Commission.” There follows another 
provision whic} full legislative recognition of the relationship be- 
tween the rate of return and railway credit. Congress instructs the Com 
mission to “giv i nsideration among other things, to the transpor 
tation needs of the country and the necessity (under honest, efficient and 
economical mana t e% ting transportation facilities ) of enlarging 
such facilities in order to provide the people of the United States with 
adequate transportatior This relationship between the problem of at 
tracting capital to ndustry and the rate of payment for such capital 
has been genera 1, and although frequently called attention to 
by the courts, in t \ct of 1920 for the first time found, its way into 
Federal railw it n. 

The Act, fur efinitely fixed the desired rate of return for the 
first two years at per nt, giving the Interstate Commerce Commission 
the discretion, how f adding not to exceed .50 per cent for capital 
expenditures chargeal to the capital account. The rate increases of 1920 
were intended to i the full 6 per cent. On March 1, 1922, the Com 
mission, using its discretionary authority, announced 5°4 per cent as the 
rate of return d | essary and desirable. 

It is important in this connection to recall that the rate of return as 
fixed by the Com 1 does not apply to individual roads or systems. 
The rate of return actually experienced by any particular company might 
be very different, as it | proved to b Other provisions of the Act, how- 
ever, operate to | tt variation in the rate of return experienced by the 
individual compa t least when in the direction of a higher return, thus 
the recapture clause which claims as the share of government one-half of 
the excess over and e 6 per cent. Results as to both rate of return and 
cost of capital ha varied iterially among companies and from the 
average results for the industry as a whole. 

The rate of return t pital in the railway industry actually achieved 
during the operation of the Act of 1920 is difficult to determine. Unhappily 
the value of railway property not yet determined. There are, however, 
reasons for believi that the total will not be far in excess or below the 
investment record n though, again, particular companies may exhibit 
wide variations. W the return of operating steam railway companies 
is related to the i tment it is found to have been, according to the re- 
ports of the Interstate Commerce Commission in, 

| ] 2 O6 
3.74 

19 5.01 

For the period 20 to 1926 the average rate earned was 3.37 on the 
investment and 5.99 per cent on the stock.’ 

With that muc! vey of the legislative intent in the matter of rate 

*Omitting the year with its entirely unsatisfactory results, the average of 


the last five years 1.17 per cent 
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of return and a rough approximation of the experienced rate of return we 
can turn to a summary survey of the cost of new capital during the period 
1920 to 1926. 

Several meanings are attached to the phrase, cost of capital, depending 
usually upon which element in the total cost is being emphasized. In a 
very narrow sense the cost of capital may be understood to mean merely 
the cost of hiring capital. This would include only the differential between 
the price received by the company and that paid by the investor plus any 
incidental expenses absorbed directly by the issuing company. The infor 
mation with respect to the differential between price to company and price 
to investor is accurately available for the financing of steam railways since 
May, 1920, and that is by far the more important element. The costs 
incidental to financing which are absorbed directly by the company are 
relatively unimportant on the average, and, moreover, are not accurately 
known or ascertainable in their entirety. 

But the “cost of hiring capital” is only a part of the cost of capital. The 
other part is the compensation for the use of capital. Although the interest 
yield demanded by the investor in railway securities is a far more important 
factor in the total cost of capital yet the “cost of hiring’’ cannot be dis- 
regarded. 

Between May, 1920, and July, 1926, 654 issues of interest bearing obli- 
gations in amounts of $100,000 or more, issued for cash, were recorded, 
with a total par value of $2,972,457,378. For eight issues out of the total 
the necessary information was not available. For 646 issues, amounting 
to a par value of $2,942,780,227, the total cost of capital in terms of 
interest per average dollar per year, at the price received by the company, 
is 5.82 per cent. Money obtained by issuance of bonds during the period 
costs the railways 5.87 per cent in interest to maturity at the price received 
by the railway. Capital secured by the issuance of equipment trust 
certificates costs 5.50 per cent interest for the average dollar borrowed 
during the period under survey. 

The average cost of new capital expressed as interest per dollar per 
year on price received by the company has declined markedly since 1920. 
From a level of 7.21 per cent average yield on all classes of securities in 
1921, the first full year of security control by the Interstate Commerce 
Commission, it has declined to 5.86 in 1922, 5.61 in 1923, 5.54 in 1924, 
5.45 in 1925, and 5.15 for the first six months of 1926. Proportionate 
decreases in the cost of capital by years occurred in the case of bonds and 
equipment trust certificates. The cost of the average dollar borrowed in 
1925 was 5.45 per cent in terms of interest to maturity at the price re- 
ceived by the railway company while the average rate earned per dollar 
of invested capital was 5.01 per cent in the same year. For the year 1926, 
it may be expected that the cost of newly borrowed capital will be very 
close to the rate earned on the total investment during the same year, but 
for the period as a whole the disparity between average cost per dollar of 
5.82 and the average return per dollar of 3.37 is material. 

The foregoing calculations set forth the total cost per dollar of new 
borrowed capital in terms of interest per dollar per year at the price received 
by the company. The average cost per dollar, for the period, of 5.82 
includes the cost of hiring this capital. This element, the amount of which 


*Newspapers of December 27 carried a report stating that the return on the 
property investment in 1926 will be 5.21. 
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is often in dispute and which is sometimes disposed to be overlooked, can 


be segregated by d ring the price paid by the investor for these same 
securities at the t of public offering. Although the price to the company 
by virtue of the requi: nts of the Interstate Commerce Commission is 
almost invarial ible, the price at which the securities are offered to 
the investor is not generally obtainable and particularly in the case of 
smaller issues w ire frequently “privately placed.” 

Records of t fering price to investors were, however, available for 
312 out of the 64 es herein used to calculate the cost of capital. Al- 
though this is only 48 per cent of the total number of issues yet on account 
of size they con t 6 per cent of the par value used in (Table :) the 
first calculation i iffords a very satisfactory and representative 
sample. The average yield at the price to the company, moreover, for the 
646 issues is subst illy the same (5.82) as for the 312 issues to be used 
as a basis for ring the “‘cost of hiring capital’ for which the average 
total cost was Sf the period. (Table IT.) 

By calculating t ld at the price to the company and the price paid by 
the investor and tracting the interest yield to the investor from the yield 
at the price rec 1 by the company, it is possible to determine the “cost 
of hiring” the capital in terms of interest per dollar per year to maturity. 

The proportion of the total cost of steam railway capital secured between 
May, 1920, and July, 1926, accounted for by the diiference between the 
price paid by the banker and the price received by him from the investor 
is not large. For bond issues its maximum yearly average was .50 per 
cent in 1920 and 1, and a minimum of .16 per cent in 1923. (TablellI.) 
For the entire period, in which the average total cost in interest per dollar 
on bond issues was 6.01, the bankers’ discount includable here amounted 
to only .28 per cent, the difference between 5.73, the average yield to the 
investor, and 6.01 the a e cost to the company. 

Equipment trust certificates, while selling to yield on the average from 
.25 to .50 per cent below the rate on bonds, involved a higher cost of financ- 
ing when expressed as interest per dollar per year to maturity. The averag: 
cost at the price to the my ; for the period was 5.52, but .33 of this 
was cost of financing leavit in average yield of 5.19 for the investor. 

The average interest t per dollar per year for these 312 issues to the 
railways was 5.86 per cent Che yield to the investor at the price at which 
they were first pu ly offered was 5.55 per cent. The difference of 
.31 per cent is the average cost per dollar per year in interest due to the 
“cost of hiring” that same capital, or, to put it another way, each average 
dollar borrowed is costing the railway industry 5.86 cents per year to ma 
turity out of which .31 of a cent per year is attributable ta the “cost of 


financing.” 
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Accounted for by a number of instances in which yield to the investor was higher than yield at price to the company. 
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SECURITIES OF HOLDING COMPANIES AND THE INVESTOR 


W. F. Gerpnartr.—The holding company both in its industrial and financial 
aspects is a type of business organization which is not only incident to our 
modern large scale industrial organization but it is also one which in the 
United States has been greatly stimulated in its development by our type 
of political organization with a central government having control over 
certain industrial corporations and with forty-eight different states 
exercising control over the operation of business within the borders of the 
particular states. 

It is probably true that even if we had not had this kind of a federated 
system of government the holding company would have developed in the 
United States inasmuch as with a country of such vast extent and such 
great variety of natural resources a fertile field would have been supplied 
for this kind of organization. Nevertheless, our competing and conflicting 
state and federal governments have enormously complicated the problem and 
have supplied basic reasons and advantages for the development of the 
holding company as a type of business organization. It is not uncommonly 
assumed that holding companies are primarily financial organizations 
originated by promoters, investment bankers, and others as agencies by 
which additional corporation capital can be easily secured and great profits 
obtained for the underwriters. This view completely neglects the basic 
and logical reason for the development of the holding companies which is to 
be found in the development of large scale enterprises and in the conflicting 
jurisdictions of so many governments. 

The holding company is an agency for securing unified control and, 
leaving aside any financial or underwriting advantages, to effect economies 
which are associated with consolidations, whether vertical or horizontal, of 
the simpler forms of organization. It is in the field of public utilities 
that the holding company has attracted most attention, but it is to be found 
in increasing numbers in the other kinds of industries. There is little doubt 
that the consolidation of control in the case of public utilities into one 
central holding company has brought enormous advantages to the con- 
suming public, especially where many small inefficient plants have been 
serving restricted communities. ‘The laws of many states have made the 
holding company the only agency by which this could be done inasmuch as 
the restrictions regarding the ownership or the operation of such companies 
has been limited in a number of states to corporations chartered by that 
state. The consolidation of these water, gas, electric, street railway, and 
telephone companies into one central organization has made possible a 
decided increase in the efficiency of operation and introduced well-recognized 
economics in admistration and, with the increasing improvement in public 
utility regulation, the public consumer has had in most cases adequate 
protection. 

In the case where the holding company is applied to other than public 
utility service corporations, it can hardly be argued that the consumer has 
been injured for the forces of competition, actual or potential, have served 
to protect him. The basic criticism, so far as it is well founded against 
the holding company, is centered in the question of the investment value of 
its securities. Some of this criticism is doubtless well founded. It arises 
from the great difficulty from the standpoint of the buying public of de- 
termining the actual property value behind or supporting the securities of 
some of the constituent units embraced in the holding company’s assets. 
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There are two fund ntal aspects that must be taken into consideration 
in connection with t holding company. The first has to do with the 
advantages of the holding company as related to the benefits accruing from 
a single, central organization capable of supplying economic management 
and technical : vl h makes for low costs. Furthermore, it has ad 
vantages in its | lealings with the public and in its ability to help 
its subsidiaries in financial matters. The holding company, because of its 
size and importa often in a better position to obtain funds for 
necessary impr ts and extensions than the small independent unit. 
Under this form of nization it is possible to tide the weak subsidiaries 
over critical ] is, and consequently to render the public a better type of 
service than might otherwise have been possible. 

That the hold mpany has not only advantages from the corporate 
but from the ] tandpoint also has been abundantly demonstrated. 
Where criticism | n most often leveled against these companies, it has 
been with respect to t financial operations in connection with the market 
ing of securities t public. Since the assets of the holding company 
usually consist n the ownership of common stocks of subsidiaries, 
it is sometimes « t for the investor to determine the real value of the 
equities owned by the holding company. Where a majority of the common 
stock of subsidiaries is owned there is little or no market for such securities. 
The only other ba for determining value is earning power. Satisfactory 
earning figures of ; liary companies are seldom available to the investor 
except in such fort the holding company may see fit to publish them. 
The form in whic! h earnings are published often does not permit a 
satisfactory basis r determining the value of subsidiary companies’ 
securities. Where this condition exists there is great possibility of abuse 
since the holding « iy, by its control over subsidiaries, can often make 
a good or bad sh ng for the parent company by increasing or deceasing 
depreciation and ot charges of an accumulative nature. Consequently, 
the holding company form of organization, from the standpoint of the 
investor, is not as satisfactory as it might be, since the investor is compelled 
to place his funds in such companies almost entirely upon his judgment of 
the management rather than upon any other basis. While management 
is always an important factor in any form of corporate organization, the 
investor in most other cases can form an independent judgment of the asset 
value behind his security In a holding company this is often impossible to 
determine, and consequently management becomes the predominant factor. 
The investor in holdi1 ympany securities is probably more largely required 
to take an entrepre ral risk even though he is buying bonds or other 
interest bearing obligations of these companies. The particular form 
of a typical holding company obligation does not change the fact that it 
is based upon earning power of equities and not directly secured by a pledge 
of unencumbered physical assets. This fact would not be of so much signifi- 
cance if investors were thoroughly familiar with all the facts. Many, 
however, are not familiar and consequently often purchase a holding com- 
pany obligation of an entirely different type fundamentally than they other- 
wise would if they understood all the facts. Consequently, to protect the 
investor, this form of organization should be subject to special safeguards. 

The difficulty is very largely that of having adequate financial statements 
of these complex properties and so long as we have the situation of con- 
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ation flicting state laws there is little hope that the investor can be fully protected 
| tae inasmuch as there is such a great variety of regulations in the various states. 
from The apparent solution for this situation is federal incorporation, especially ae 
ment , of all holding companies having to do with public utility property, although one 
ad aimost equally strong an argument can be made for any holding company, 

help possessing property located in several states and doing an_ interstate 
f its business. Such federal incorporation would not involve the protection of 

fer the investing public by such elaborate regulation as is found in the case of 
unit. the Initerstate Commerce Commission and the railways, but, on the other 
Brace hand, uniform methods of accounting could be required and, thereby, 
sails provide a basis for a financial statement which would serve to protect an 
intelligent investor. 

rate It has been urged in opposition to the federal incorporation of holding 
ited. companies that such incorporation would involve in the public mind endorse 

has ment, if not a guarantee, of the securities of the holding company. But 
ket neither federal nor state incorporation does this nor should it mean that 
— the public thereby is relieved from investigation in its purchase of securities. 
tig Federal incorporation would doubtless involve only general supervision of : 
the proposals for the formation of holding companies, the requirement of annual ai 
ae reports, uniformity in form and methods of preparing financial statements, : 
bles. and such other general requirements of organizations and reports as would 
wed make available to the public the important facts about the finances of such 
stor companies without relieving the public in the slightest degree from its 
a obligations to obtain the available facts before buying the securities of the Pees 
it . company. The supervision now in force over the railroads by the Inter- a 
_— state Commerce Commission does not guarantee the goodness of their 
— securities but the facts are available. The most that a people’s government 
ake can do or ought to be expected to do in protecting them against bad invest- 
ung ments is to provide that the pertinent facts are available. If they fail to 
tly, investigate what the facts are, they cannot expect to escape the evils which 

the follow from other similar ignorant conduct. a 
led Whenever federal incorporation is suggested, it immediately arouses the 
; of opposition of that considerable number of people in this country, publicists 
— J and others, who lament what they are pleased to call the encroachment of 

the the federal upon the state government. But the field of activities of state 
set governments is continually increasing, and because the federal government, 
? to in the interest of the public, takes over the regulation of what has become 
tor. of interest to the citizens of many states, it does not follow that this is a 
red limitation of state governmental activity except in the interest of public 
her welfare. It seems to be difficult for many of our citizens to realize that 
= 2 business is becoming increasingly national in its scope. Business conduct 

" has become in many cases no longer a local community affair or even con- 
ige fined to the limits of a state, and, therefore, when it becomes affected with 
an a national public interest there is no agent or instrumentality in this country 
ays other than the federal government that can in the least degree supervise its 
neal operation. It is idle to argue about obtaining uniformity in state laws. 
= That is a hopeless task, as much experience has amply proved. 
the If, therefore, we expect to devise any solution of whatever evils there are 
ds. associated with holding companies, we ought at once to recognize the basic 
nts interstate character of the business and not overemplhiasize certain minor 


n- difficulties which have arisen in the case of investors, due to the fact that 


34 » Economic Association 

the holding « t ( rganization is in response to an underlying 
industrial need face the awkward situation of diversity in 


state regulations 


SOME PRACTICAL OBJECTIONS TO COMPULSORY PUBLICITY 
OF ACCOUNTS OF INDUSTRIAL ENTERPRISES’ 


Q. Forrest W Current criticism of corporate financial practices 
has attracted 1 terest Not since the days of anti-trust legislation 
and vigorous } tion of large scale business has there been so much 
discussion of tl buse of financial power. Unlike the agitation of 
earlier years, nter is not centered upon the dangers of monopoly 
or the fairness of lemanded for products or services. It is primarily 
concerned with t juestion of adequate protection to the small stockholder 
whose stake in ‘ate enterprises has increased rapidly in recent years. 
With great p: kill, it is argued that the financial reports of many 
outstanding corporations are shrouded with menacing obscurity. Com 
pulsory, informative publicity at the direction of the Federal Trade Com 
mission has beer ted as the leading remedy for meeting the existing 
situation. To that remedy, there seem to be grave objections. 

The exercise of t gn power to ensure publicity of the financial 
affairs of certain t s of | ness occasions no particular objection. W: 
recognize the quasi-trustee nature of the relationship between the the bank 
and the dep nd a somewhat similar relationship between the 
insurance compa ind the policyholder. Our regulation of railroads 
is based on the « tially public nature of transportation and the implied 
assumption that certain monopolistic characteristics are not socially un 
desirable. We reg te local utilities because monopoly is deemed essen 
tial and the public interest requires control of the monopoly power granted. 
In the banking, insurance, railroad, and operating utility fields effective regu 
lation requires « lsory publicity of accounts. With some qualifications, 
that publicity is adequate for such protection as publicity may give to 
those who assume proprietorship risks in such enterprises. In the main, it 
may be considered as incidental to the express and implied purpose of regu- 
lation. 

Except for patent and copyright monopolies, our basic law contemplates 
the preservation of tition in industrial enterprise. In times of great 
national emergency we permit searching inquisition into the conduct and 
profits of industrial companies and, at other times, we direct such inquisi- 
tion to preserve | lom of competition. With these exceptions and in the 
absence of social ly or a trustee relationship, compulsory publicity 
of the accounts of industrial enterprises runs counter to our fundamental 


theory of government. It is tantamount to governmental regulation of 
competitive busin 


Compulsory publicity substitutes the will of a sovereign agency for the 
business judgment of the corporate proprietorship. It is antithetical to 
the whole theory of proprietorship in corporate enterprise, i. e., that things 
affecting the aggr t oprietorship may not be undertaken without the 
appropriate proportionate consent of such proprietorship. Unless applied 
to all business regardless of size or character, it probably constitutes class 

*I am indebted t New York Times for permission to use extracts from my 


article “Reply to | é r Ripley on Corporate Accounts” appearing in that 
newspaper November h, 1926 
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legislation. Unless equally applicable to interstate and intrastate business, 
it results in baneful discrimination. Unless full details can be revealed 
without competitive danger, it probably violates the due process clause of 
the Constitution. 

When a governmental agency undertakes to control the method of deter- 
mining corporate profit, there is an implied obligation to guarantee the 
accuracy of such determination. Industrial enterprise, however, is charac- 
terized by infinite complexity. Mere audit without complete examination 
by qualified engineers and accountants is insufficient. There are hundreds 
of different types of industries, each with individual accounting peculi- 
arities. Accounting standardization is practically impossible. Inventory 
valuations, deductions for depreciation, depletion, obsolescence and main- 
tenance present costly and baffling difficulties for the official examiner. 
Conceivably, with public regulation, we would have two different balance 
sheets and income accounts for the same enterprise; and the analytical 
stockholder could wrestle with the problem of deciding whether the official 
examiners, or those in direct charge of a highly complex business, were 
best qualified to present the true financial picture. 

It is argued that if we had compulsory publicity of the accounts of large 
corporations engaged in commerce, the market prices for their securities 
would be “more consonant with true valuation.” But the balance sheet of 
a corporation is never more than an instantaneous picture of financial con- 
dition and the income account is only a record of past performance. Even 
with more prompt financial statements, the results of critical analysis are 
nearly always old before they reach the buying public. Probably, our 
great exchanges can never be more than clearing houses for individual 
judgments of both past and future. Those judgments may or may not re- 
flect true valuation. The market action of the stocks of many companies 
which have furnished the public with rather complete information indicates, 
even in the absence of pool manipulation, an appalling lack of any critical 
appraisal of value. 

There is never any true valuation except as an ideal, momentary con- 
cept. Behind the mirage of carefully audited financial statements, powerful 
dynamic economic forces are constantly at work tearing down and building 
up values. In some instances, these changes come slowly; but for the vast 
majority of industrial enterprises, they come with startling rapidity. 
Changing money conditions, fluctuating commodity prices, competition, new 
inventions, processes and discoveries, changing styles, overproduction, 
strikes, tariffs, wars and revolutions, and a miltitule of other factors either 
sweep away or build up industrial profits. The pure financial judgement 
is not without value; but the unknown and unforeseen events often twist it 
into unbelievable form. No amount of enforced publicity can ever eliminate 
the great skyrocketing and toboganning of stock prices occasioned by these 
economic and social changes. The financial valuation of today perishes 
in the economic uncertainty of tomorrow. 

In industrial enterprise, the greatest of all risks is management. Mere 
figures do not tell the story of the capacity, ability, and integrity of manage- 
ment. Purely temporary causes such as rising price level, a seemingly 
insatiable demand at high prices, or transient monopoly may obscure mana- 
gerial inefficiency. All too often the figures reveal the facts when it is too 
late to salvage the ship. No analyst without intimate contact with manage- 
went and close knowledge of the minute details of operations can correctly 
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appraise this human factor in the individual industry. After all, the pur 
chaser must pin | on faith in courageous, aggressive, and competent 
management. He cannot prosper by figures alone. 

The days of pi! on t high seas of finance have long since passed 
away. It is no longer profitable There has never been a time in corporat 
history when tl il standards of big business were upon a higher plane. 
The economic ba f tl new sense of managerial responsibility rests upon 
the fact that the recruitment of new capital is today fundamentally a problem 
of dealing fairly and squarely with the small stockholder. 

But no matter how fair and square that treatment may be, it cannot 
eliminate the risk in the great risk bearing element of capital structure— 
common stock. ‘The purchaser of such stocks cannot always rely on the 
details of financial statements, even if he is equipped for their interpreta 
tion. He cannot always know the correct time to buy. He cannot always 
be sure that he is paying a fair price. He cannot always trust the gratui 
tous advice which howered upon him. He cannot always be certain 
that the goodly apple is not rotten at the core. Yet he need not despair 
of sharing in the profits of corporate enterprise. Granted reasonable cart 
in selection, his real protection lies in the law of averages, faith in th: 
economic progress of industry, and in the integrity and competency of 


management. 


Unfortunately, a disproportionately large part of the individuals who buy 


stock have not su nt funds to secure the protection of averages, or 


suficient training to exercise reasonable care in selection. The real solu 
tion of the problem of h individuals probably lies in the development of 
the investment trust idea under some form of supervision comparable to 


that now exercised by the state over banking and insurance. Better finan- 


cial information voluntarily given will help, but the biggest problem today 
is to secure more intelligent use of the information now available. 


THE BANKING SITUATION AND RECENT CORPORATE 
FINANCING. 


Leonarp L. Warxins.—Professor Ripley in a series of recent articles 
has raised certain which I have assumed would constitute the agenda 
of this meeting. He finds a pronounced tendency towards separation of 
ownership and control in the issuance of non-voting common and preference 
shares. In the utility field the formation of holding companies with thin 
ner and thinner equity in each succeeding tier and a high ratio of bonded 
indebtedness has sewise tended in the direction of concentration of 
control and the violation of what Robertson has called the “Golden Rule 
of Capitalism”—that risk and control go together. It also appears that 
liberal watering is in many cases attending the bountiful harvest of securi 
ties. 


These problems, in the main, are not new. It is to be doubted whether 
there are any malpractices discoverable now that could not be illustrated 
copiously in substan rom events of the nineties. 


Certainly by carrying 
the story of corporate fina 


icing through 1910, we could pass in review most 
of the practices on which attention has been focused. I take it that the 
spread in recent years has occasioned the alarm. 


The investor is garnering 
more weeds in the har t 


How is this deterioration in quality to b: 
explained? What action is called for? 


The two most obvious lines of explanation are: (1) that the promoters 
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and underwriters who are responsible for the security offerings in question 
have perfected their art of salesmanship; and (2) that investors are less 
alert. The former explanation assumes greater ingenuity in concealing 
the weaknesses of particular security issues. The second implies either 
that old guard investors are less circumspect or that the personnel of the 
investing class has been so changed as to introduce a greater measure of 
ignorance and inexperience into the buying of securities. 

The following statement from the Bulletin of the National City Bank is 
typical of the view that a profound change has been taking place in the 
makeup of the investing class: “The number of new bond buyers has in 
creased tremendously. Men and women in all walks of life, many of 
whom formerly had looked upon bonds as only for the rich, are now them 
selves consistent investors.” I assume that the writer who made this 
statement would argue for a similar tendency in the case of stocks. 

If you conceive the underlying causes for recent developments to be those 
mentioned, then the proper policy would seem to be to cireumscribe the 
investment banker more narrowly by statute and administrative action, and 
to attempt to educate the investor by pouring the full light of publicity 
on corporate affairs. It occurs to me that this is the sort of approach that 
teachers in the field of public control are apt to take. 

The point I would emphasize is that in attempting to arrive at causes 
and remedies it is well to consider the peculiar conditions under which 
these practices have received their stimulus. And these conditions are 
typified and reflected in the banking situation. The same underlying factors 
that have caused the commercial bankers of the country to become heavy 
lenders and investors on the security market have motivated individual inves 
tors. The fact that easy money rates (long- and short-time) have prevailed 
generally since 1921, in the face of large capital issues and unprecedented 
activity on the stock exchange, is significant of the underlying cause. 
Easy rates have signified a large volume of investable funds growing 
out of large profits, active employment, and higher real wages. Though 
business was on the upgrade in 1922, profits in 1921 and 1922 were low 
judged by the standard of subsequent years. Yet it has been estimated that 
interest and dividends were kept up sufficiently well in 1921 to make possi 
ble savings to the amount of 8.8 billion dollars and the following state 
ment was made with reference to that year: “The concern of bankers 
and bond houses is no longer to find a market, but to get a sufficient supply 
of reasonably stable issues. As fast as such issues appear, they are absorbed 
with avidity...... Even the experienced investment bankers are astonished 
at the existence of a demand for investment securities which can be satis 
fied only by raising prices and thus reducing the rate of return.” 

If this statement were true of 1921 and 1922, it must have been far 
more true of subsequent years during which individual and corporate in- 
comes have been substantially larger. Aggregate net income reported 
for Federal taxation in 1923, amounted to 33.2 billion dollars as compared 
with 31.6 in 1920, and 23.9 in 1921. The net income of corporations re 
ported in 1923 was 8.3 billion compared with 9.4 in 1920 and 4.3 in 1921. 
Higher tax yields since 1923 in the face of reductions in the Federal Income 
Tax rate bespeak a substantial increase over that year. The Federal Re 
serve Board in pointing out the source of large investment funds has given 
earnings of 485 corporations representing industrial, utility, and railroads. 

*Article by David Friday in the New Republic, Dec. 14, 1921. 
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1903 million in 1923, 1880 in 1924, and 2312 in 

ire that the pace was maintained in 1926. These 

1 by a high level of employment, and that on a 

h, according to Paul H. Douglass, advanced from 

20 to 1923. The volume of savings available for 
olutely and relatively. 

r way in the first instance into bank deposits from 
iwn for direct investment by depositors or utilized 
urity loans and purchases. We find the growing 

nds for the security market reflected partly in the 

since the commercial banks of the country 
rve System, with its large gold reserves, have less 
purport to be short-time funds to long-time 
fact, the volume of savings deposits held by 
ipidly. For stock and mutual savings banks the 

per cent between June 30, 1919, and June 30, 1925, 

increase in time deposits was nearly 140 per 


so far as member banks are concerned has been 
ittempt of the banks to classify their deposits as 
lower reserve requirements, I believe that it none 
ase of real savings. And the increase is the 

f the decrease in general prices since 1920. 
then has reflected an abundance of long-time and 
investment, and that holds forth to the investment 
» and adequate support from the commercial banks 
lerwriting, and reasonable certainty of quick dis- 
\mong these investors must be included the com- 
They have increased their holdings of securities 
1920. If we can judge on the basis of weekly 
security loans have increased in somewhat the 
r, 1926, approximately 40 per cent of their loans 
igainst less than 33 per cent in 1921. More striking 
kers’ loans reported by about sixty member banks in 
ter declining from about 1.5 billion at the maximum 
5 billion in 1921, a record total of approximately 3 

January, 1926. 

story consists in the general upward march of se- 
wing volume of security offerings. According to 
the Commercial and Financial Chronicle, 3.6 billion 
were offered in 1920. For 1925 the total was 6.2 
n months of 1926 the amount was 5.3 billion. Cor- 
to 2.7 billion in 1920 and after falling off in 1921 
t that figure in 1923. In 1925 their issues were 
of about 50 per cent over 1920. For the first 
:mount was approximately 3.7 billion. It is not 
r volume of securities has been forthcoming, but 
have continued low and that securities have been 
zher prices is evidence of presure for investment. 
| in another connection, “It is certainly the 


Mar., 1926, p. 149. 
n, Nov., 1926, pp. 779-786. 
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nature of the securities outstanding rather than their aggregate amount 


fwhich is provocative of trouble.” Yet the two facts have been natural 


concomitants under the situation described. Pressure -for investment has 


icenerated a sellers’ market and some deterioration in quality was to be 
, xpected. That deterioration has signified neither greater wizardry nor 
maladroitness on the part of the sellers of these securities nor greater 
ignorance on the part of the investing class. There has been less cireum 


pection on the part of buyers because of the supe rfluity of investabl 


nds. I question whether it signifies an economic revolution vith respect 
, ownership and control or a change of great proportions in the investing 
class. 

What courses of action are open for safeguarding the character of securi 

s? I have no fault to find with an effort to get at the matter directly. 
Chere is much to be said for federal incorporation of into rstate businesses, 
ler publicity in corporate affairs, and great jlicity in corporate 
plan and organization. But it should also be borne in mind that dimi 


nution in the volume of investable funds or a diversion of the funds more 


largely from corporate investment ll tend to accomplish the same end. 
Unless the business cycle has lost its hold, the wave will recede, money rates 
will harden. and the investment banker wil! find both the commercial banks 
ind individual investors harder bargainer 

The possibility of forcing a diminution « lume of funds flowing 
nto the security market raises an important q tion in banking policy, 
ind one in which students of banking and rpo control have a common 
nterest. The question at issue is whether Federal Reserve Board 
ould exercise its powers of control to pr it a runaway security market 
as well as a runaway commodity market. As a matter of principle, I 
believe that it should, though under t! cond ms that have prevailed 

has had little choice in its waiting policy. This waiting policy may have 
been dictated partly by the large volume « investable funds existing 


independently of reserve bank expansion and making control of doubtful 
efficacy. But the desire to promote European stabilization and to steer 
vold out of the United States rather than into it has been within itself 
ufficient reason for a low rate policy. So long as it remains desirable 
tor the Federal Reserve Board to base its rate policy on this consideration, 
we can expect little help from it in controlling the volume and character 
of security issues. 


C. O. Rueeres.—There is one phase of the function of the holding or 


parent company that seems to me to require serious consideration. I refer 
to the so-called contracts between holding or parent companies and their 
subsidiaries which vitally affect the consumers of the subsidiary companies. 


In petitioning state commissions for advances in rates, subsidiary companies 
frequently contend that they are obliged to obtain rate increases because 
they in turn are required to pay to the holding or parent company an 
increased price for what they receive from it. If it is a local gas company, 
it may purchase all the gas it sells from the holding company which 
controls it. It is more common as yet for local companies to purchase 
electric current than it is for them to purchase gas, except, of course, in 
the regions where natural gas is found. It is not so vital the particular 
form which this parental organization takes as it is the degree to which 
it controls the management of the subsidiary and hence makes all its 


so-called contracts for it. 
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It is obvious] le for the public to know whether the dealings by 
tween a paren company are fair and equitable when th 
parent compan ' ntrols all or a majority of the voting stock of 
the subsidiary t 1 ngs between them are a wide-open book 
Needless to say t illy not the case. 

One reason \ lif lt for the consumers of a subsidiary publi 
utility company to |! w whether it is paying fair prices to the company 
which control the parent company simply takes a certain per 
centage of the g re ; for what it furnishes or does for the subsidiary , 
company. It would pear that, if the parent company is making an im 
portant contril n to the management of the subsidiary utility or if it is 5 
furnishing it with 1 ; at ; than the subsidiary could provide them 
for itself, it o reflect nt reduction of the costs of operation of 
tl ibsidiary ( I therefore would appear to be an unsound 
basis upon which t : the percentage which a subsidiary company 
hould pay to a my} which controls it. Such a plan does not compel 
the parent compa t ' lu ynsideration to possible reductions in 
costs of operation and in the increase in the net revenue of the com 
pany. It is an absu ngement which brings about an increase in the 
cost of operation oi I lary company me rely because it has been grant 
ed an increase in it ites I rmal course of events is that increases 
in rates are ne 7 eause there has been an increase in the cost of 
operation. Pay parent or holding company a certain percentage of 
gross receipts, tl yw a plan which tends to take away the incentive 
on the part of the } nt to reduce costs of operation of the subsidiary. 
But it is the p ) luctions in costs which have been brought to the 
fore by those who a iting the formation of certain of our modern day 
public utility hold ompanies 

One other reason \ t is impossible for accurate and fair judgment to 
be given on the transactions between parent or holding companies and sub 
sidiaries. is the fact that our regulation in this field is, in the main, stat 
regulation. It would appear that there are great economic and social ad 
vantages to be gained | tility operations carried on over a much wider 
area than was found lecade ago. But this great expansion in the actual 
operation of our utilities has crossed our state lines, and the state com 
missions are finding it possible to know all they should know about a 
holding or parent c iny which is incorporated in a far-away state and 
doing business in a d n states. The lack of vital information in such 
a case makes it im} ble for a state commission to render an equitable 
decision concerning 1y, rates or rate of return. It is surely a stretch of 
the imagination to call t transactions between a subsidiary and a company 
which completely controls it a “contract.” Yet many communities are 
asked to accept tl contracts” as if they were made between indepen 
dent companies free to accept or reject services or materials and with a 
full knowledge of th market prices. 

There are undoubt very important functions which holding or parent 
companies can pert n this large country of ours within the public 
utility field. But utility management ought to be able to learn from his- 
tory that in their 1 tions with subsidiaries they cannot afford to have 
the public ignorant facts with reference to this relationship. The 
extent to which tl il to operate in good faith and to give to the 
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public the facts, will determine the degree to which federal regulation must 
be resorted to in the field of public utilities. 


Professor Bonbright suggested that in calculating returns to capital 
invested in railroads, the increasing property values now allowed by the 
United States Supreme Court should be considered as another source of 
profit. That current earnings, which would otherwise constitute so low 
a rate of return on invested capital, might. therefore, be adequate in view 
of the added compensation that may come to security holders through 
increasing land values. 

He further suggested concerning holding companies that there was need 
for legislation by the various states whereby financing of public utility 
holding companies should be brought under regulation of a public service 
commission. It is not enough to regulate the rates of the operating com 
panies in view of the fact that these rates sometimes have to be increased 
beyond a reasonable point in order to pay returns on an inflated capital 
structuure of the holding companies. 


AMERICAN PRACTICES ANALOGOUS TO FOREIGN CONTROLS 
OVER RAW MATERIALS 


Bensgamin B. Wattacr, Chairman 


The Chairman defined foreign controls over raw materials for the purpose 
of this discussion as any form of control exercised by a foreign government, 
or with the aid and under the responsibility of a foreign government, of a 
raw material of which the country in question posscsses a monopoly or quasi- 
monopoly, for the purpose or with the effect of enhancing the price to the 
foreigner or of building up the domestic industry at his expense. These 
controls take many forms: governmental monopolies of natural camphor in 
Japan and of quicksilver in Spain; the Chilean export duty of over one-third 
of the export value of sodium nitrate; the restriction of the acreage of 
Egyptian cotton; the limitation on the production of British colonial rubber; 
and the monopoly of potash enforced by the German Government, which 
fixes domestic prices and authorizes the exaction from the foreigner of all 
that the traffic will bear. 

These controls of raw materials are not necessarily complete or permanent. 
They are subject to various vicissitudes. Some of them are at present in 
difficulties and may pass from the stage altogether. But looking at the 
whole field the striking features are: (1) the steady development of the 
number of these controls since the organization of the first potash com- 
bination in 1879 and the regularity with which the monopolies have been 
reorganized when they have broken down; (2) the increasing participation 
of governments, and the increasing effectiveness of those controls not 
threatened by such developments as the production of synthetic nitrogen 
compounds; (3) the development of international controls, represented by 
the Anglo-Dutch valorization of tin and the Franco-German potash agree- 
ment; and (4) the regularity with which these organizations, which usually 
originate in periods of overproduction and price depression, when they feel 
themselves in command of the situation, seek to “defend the new price 
level” of coffee or advance by 40 per cent a price which they had pro- 
claimed a “fair’’ price for rubber. How far these controls are necessary 
in some cases to relieve distress among producers is an important problem 
but outside of the range of today’s discussion. 
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That cont rials will become an increasingly important | 
problem ay their rapid growth since the war but 
from the Z wider and closer organization. The 
international rers will stimulate national and _inter- } 
See pee rs not only by their example but perhaps 
even more by 1 la to make the world believe that international] 
econon “ey r industrial and political peace to the world 
Even before t v mbinations of buyers who exercised more 
or less contr r and silver, and such combinations 

likely to ar with international cartels) offer a powerful 
argument in ] rnments to permit or foster combinations of 
producers 

Assuming t I ntrols of raw materials are, at least in part, 
unjustifiab] Sta hould de velop a policy in regard 
to them, one which arises is: Are there American practices 
which ar i or in purpose, or in effect, to these foreign 
controls and \ t in replving with the tu quoque argu- 
ment? Is U1 t a mote out of another’s eye when there 
is a beam in | kers whose names appear on the program 
will discuss } been alleged to be similar in principle to 
the se fore igtl ¢ Vi I ate rials. 

W. E. Grim ( nt’s activities in advising farmers to reduce 
crop acreages ! Itural credit policy have had as their purpose 
the stabilizatio: n and the promotion of orderly marketing 
accomplishments that t to the ultimate benefit of all concerned 
whether produ lomestic or foreign. The Government’s 
activities have | tive and the results are optional with 
the farmers; tl iid be regarded as an educational effort. 
Their effects a t n voluntary action of individual producers 
and in no way list action or compulsory limitation of 
production or ] vernmental action. Neither the purpose 
nor the effect of t « t has been to produce market shortages or 
undue prices. A lit resources develop the government is with- 
drawing from t 1 Neither the purpose nor the effect of advice to 
reduce crops ha rices unduly. Advice and voluntary action 
are so ineffecti to restrict has been at times followed by 
increased product 1 nnot produce the effect of governmental 
price fixing or « nd tinued limitation of production. 

Progress is 1 ning high standards, both ethical and eco- 
nomic, wherever t ( Whenever one nation has low purchasing 
power, another higher general prosperity will not improve 
matters by low ( rosperity to that of the first by following 
practices such a of too large an acreage of wheat. Progress 
is made by maint v and by helping the less fortunate nation 
or people to ir hasing power and not by “getting into the 


ditch with them 


H. E. Erpms liey of the government toward agricultural co- 
operative associat not be interpreted as in support of a producers’ 
price control. The | er-Volstead Act exempting these co-operatives 
from prosecution Sherman Anti-Trust Law was enacted only 


when Congress and the various lobbyists other than farmers had become 
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thoroughly convinced that there was no likelihood that co-operative associ- 
ations could unduly enhance prices. In contrast to Australia, where com- 
pulsory pools have been introduced, and to Brazil where the government 
of Sao Paulo (the state which produces half of the world’s coffee) requires 
all coffee to be stored in government warehouses in the interior and then 
regulates its flow to the seaport markets, the American co-operatives almost 
never have complete control over the marketing of the American share of 
any crop. Normally the co-operative can and does attempt only to secure 
an orderly marketing of the year’s crop. There have been occasions, it is 
true, in which some of the California co-operatives have set their prices 
too high to suit the consumer and have had a surplus left on their hands to 
carry over into the next season. <A few such experiences make them fear 
the prospect of a carryover. <A deliberate carryover can be regarded only 
as a speculation upon the probability of a shortage in the following year. 
Such speculations and other plans for holding up prices and disposing 
of the surplus usually involve losses. These losses fall upon the members 
of the co-operative association and the independent producers, without 
sharing in the losses, gain the benefit of any higher price which the co-opera 
tive is able to establish temporarily so that there is a constant pull away from 
the co-operatives. The force of this pull-away depends upon the size of 
the surplus, the elasticity of demand, and the methods of handling the case, 
but normally is great enough to prevent voluntary co-operation from main 
taining any permanent control sufficiently strong to maintain high prices. 
Even when the co-operative association markets the whole crop, its inability 
to control the amount produced even by its own members renders it impotent 
to control the long-run price. Its effectiveness is in no way comparable 
to that of the policies, for instance, of the German and Chilean Governments 
by which the prices of potash and of nitrates have been fixed and production 
limited to supply the demand of those consumers who can pay the price. 


J. D. Bracx.—The various measures which Congress has had under 
consideration for disposal of the “surplus” of staple American products 
are based upon principles the reverse of those exhibited in these foreign 
controls. Analysis shows that the successive proposals all aim at exploiting, 
not the foreigner, but the domestic consumer. Whereas the domestic 
consumer of German potash, Chilean nitrate, or Brazilian coffee receives 
his supplies at lower prices than does the foreigner, the American surplus- 
disposal plans would raise the price to the domestic consumer but continue 
to supply the foreigner at or below the world price. Whereas the foreign 
controls limit production (indirectly or even directly as in Japanese silk, 
Egyptian cotton, and Mexican sisal) American proposals would stimulate 
production. The foreign plan is to increase profits by higher prices on a 
smaller number of units; American proposals, as they affect the foreigner, 
are to increase profits by increasing the number of units produced. 

Only in the sense that both are governmental interferences with the free 
course of trade would these American proposals, if put into effect, be 
comparable to foreign controls. They mean price fixing exactly to the same 
extent and almost exactly in the same way as does a protective tariff. Both 
raise prices at home above the level of world prices by the amount of the 
effective tariff or bounty. Paying what are in effect export bounties on 
goods which we produce in large quantities already because we have a 
comparative advantage in producing them is surely an error; but hardly as 
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grave an err roduction at which we are at disadvantage | 
One means t c 1 thing, and the other, too much of bad thing 
That the Ar lisposal plans have nothing in common with th, 


foreign cont terials does not insure for them a favorab], 
reception abroad nsumers in foreign lands will not raise objections, ! 
but competir will] rely regard any of them as dumping and 
take action on t No doubt some of the existing anti-dumping 
laws would appl) Viti t chang. 

While I do 1 inv legislation of this character, I do not consider 
the final effect is necessarily bad. Such legislation should be con 
sidered principa t the present time from the point of view of strategy 
in statecraft \ tht export bounty if passed would have a tremendous 
educative value { mer n labor. The same is almost equally true for 
equalization-f \merican labor is going to have more influence 
on future tarifi tion than are the farmers. As ] weigh the possib 
ten- and twenty itcomes of an attempt to put these various plans 
into effect, mor m seem favorable than unfavorable. Why go to! 
the expense of redoomed failure? All social progress is 
costly. This 1 1 very cheap bit of instruction. And can we ? 
be too cocksure about the failure of it? 

VANDERVEER Cus1 Che Webb-Pomerene Act of 1918 gave to com 
binations in th port trade an approval which the United States em 
phatically denied to 1 ly all other combinations. But nations do not 
ordinarily legislat r the benefit of those who owe them no allegiance 
and are without their jurisdiction. In this respect the attitude of the , 
United State wa common one 

In one very in rtant respect, however, the situation in the United States 
was different from that in most of the other great commercial countries 
Most of them } tted combination, and some, conspicuously Germany, 
were decidedly fa ible to it In such countries the Webb-Pomerene Act 
simply permitted ters to do what their own laws permitted. Even 
when it came to dealing with other countries. one of the chief arguments , 
for the Act was that Americans must compete with combinations in the 
foreign trade, and to some extent must deal with them. In other words: ) 
we could not char he rules of international trade; those rules permitted 
combination; and ving combinations of our exporters we were simply 
permitting them to play the game according to the rules. The motives 
back of the Webb-] rene Act and the foreign controls are in contrast. 

Another contrast s that the United States gave a bare permission to , 
its exporters to combi! whereas certain other countries encouraged or even 
required combinat nd helped to make it effective. The Webb-Pomerene 
Act strictly forbids any restraint of the trade of American exporters who 
wish to act independently Germany, in the case of potash, participated 
in the cartel. B had already undertaken the valorization of coffee. 
The British restrict upon rubber is compulsory. Germany has important 
monopolistic advant in potash, Brazil in coffee, and the British Empire 
in rubber. They exploit advantages to secure a price that would be im- 
possible under c Whether or not they are justified in so doing 
is not the question at this point. The possibilities of monopoly had little 
to do with the passage of the Webb-Pomerene Act. Doubtless one con- 


sideration was t vil of the competition of Americans with each other, 
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Very significant is the fact that the right of Americans to operate in 
dependently was carefully safeguarded. It is true that the way was left 
open to Americans who wished to combine, but this could be of great 
significance only where the United States had monopolistic advantages, 
or where American exporters wished to combine, not only with each other, 
but with producers in other countries. Neither of these seems, in practice, 
to have been of much importance. The Copper Exporters, Inc., suggests 
an exception, but here there seems to have been combination with producers 
in countries that permitted such combination. 

When the Webb-Pomerene Act was passed we were rapidly coming to 
see much good in combination. When the Sherman Act was passed it was 
commonly believed that competition should prevail even between railroads 
and between public utilities. No exception was made in favor of labor. 
Later the states came to recognize the legitimacy of monopoly in the public 
utility field. In 1913 the Federal Reserve Act provided for twelve banks 
which have substantial monopoly powers, each in its own territory. In 
1914 the Clayton Act granted certain exemptions to farmers and laborers. 
In 1918 the Webb-Pomerene Act formed an addition to the series. In 
1920 the transportation act raised the question, not whether combination 
should be permitted or forbidden, but whether, within certain limits, it 
should be permitted or compelled. In 1922 came the Capper-Volstead Act 
with further exemptions to farmers. What the present Congress will do 
for the farmers remains to be seen. 

We have so far recognized the legitimacy of monopoly that we have 
made great concessions to the principle. If we admit the principle we 
cannot consistently object to the use of monopoly by other nations, nor 
can we reasonably insist that our interpretation of its proper boundaries 
is the only right one. We can, however, consistently object to certain 
monopolistic abuses. 


Amos E. Taytor.—During the world war nations possessing monopolies 
of essential raw materials realized more keenly than ever before that such 
control represents a weapon more powerful than armaments. The use of 
export restrictions and duties for protective and fiscal purposes is not new, 
but until recently export duties were not common except in primitive 
countries where they were levied as the most convenient way of raising 
taxes. The idea of aggressive export duties and embargoes was born of 
nineteenth century imperialism and of modern national economic inter- 
dependence. These restrictions are laid upon products of which the 
country has a monopoly, partial or complete. 

Protection to domestic industry has been generally sought by import 
duties on manufactured articles. These duties restrict the market of the 
foreign manufacturer. If he has cultivated only this one market the effects 
upon his business may be ruinous. Thus the American tariff of 1890 
brought disaster to the Welsh tinplate industry. But such serious con- 
sequences are the exception. Export duties have different and more 
unfortunate results. 

Canada’s position is dominant in the production of nickel, asbestos, pulp- 
wood, and hard wheat. All the Canadian provinces enforce or have author 
ized measures prohibiting the export of pulpwood cut from Crown lands, 
and the Federal legislature has authorized the Governor-General to proclaim 
a like embargo on wood cut from private lands. During the war control 
over nickel was used to move an American refinery into Canada. There has 
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tance, the Canadian farmers are opposed to the 
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purchase of forest lands by Maine operators as 
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mineral, and agricultural wealth in crude form is not only obtaining the 
minimum exchange value for its exported wealth and affording limited 
employment, but is also hastening the depletion of the resources upon 
which its future prosperity depends. The Royal Commission on Pulpwood 
of 1922, while not directly recommending an export tax on pulpwood, 
suggested that, if imposed, the revenue should be applied to reforestation. 
While an export duty on Canadian wheat entering the United States in 
bond has been advocated as a measure of retaliation against the pro- 
hibitive American duty on wheat, it might conceivably be justified on the 
broader grounds of conservation. A country exporting grain is exporting 
part of the fertility of its soil, as Carey long ago pointed out. An export 
duty would tend to bring about the milling of a greater portion of the wheat 
within the country, feeding on a greater scale to livestock of milling by- 
products, and the return of plant elements to the soil. 

The export tax on a monopoly product, like Chilean nitrate, will ordinarly 
be shifted to world consumers. An export tax on Canadian pulpwood, 
however, need not raise the price of pulp or newsprint. It has been opposed, 
indeed, by the Canadian Pulpwood Association, as tending to contract the 
market and lower the price received for pulpwood. It would induce further 
investment in pulp and paper mills in Canada, increasing the competition, 
and thus tending to make pulpwood products manufactured in Canada 
available to the foreign consumers at lower rather than at enhanced costs. 
The same reasoning would be largely applicable to the ore-refining and the 
milling industries. An export tax would accelerate the establishment of 
industries in which proximity to raw materials and cheap water-powers offer 
natural advantages. Whereas protective import duties may be used to 
stimulate industries in which the country has no natural advantage, a pro- 
tective export duty is only applicable in relation to industries based directly 
on the country’s natural resources. 

Unquestionably, injury may be caused to dependent foreign industries 
if an export tax is suddenly and drastically imposed. If, however, it is 
gradually and moderately applied after reasonable notice, so that foreign 
consumers may have an opportunity of adjusting their operations, it may 
have the effect of helping to conserve the resources and of building up the 
secondary industries of the country in question, without increasing the cost 
of the processed product to other nations. 

After considerable further discussion, the Chairman reviewed and sum 
marized the situation. None of the machinery used by foreign controls of 
raw materials—export duties, compulsory limitation of production, price 
fixing monopolies organized or supported by governments, ete.—is found 
in the United States. None of the effects of foreign controls of raw 
material—exorbitant and continued high prices and higher prices for the 
foreign than for the domestic market—is found in the United States except 
to the slight and temporary extent to which voluntary co-operation makes 
higher prices possible. The purposes of the foreign controls frequently go 
beyond the saving of the producers from economic difficulties to the exploi- 
tation of the foreigner; American producers of raw materials have not 
reached that stage. The attitude of the American Government, for instance, 
toward the present situation of the cotton producers, indicates an acceptance 
of the principle of special measures to relieve producers in distress. 

The Webb-Pomerene Act has been greatly misrepresented Its purpose 
was not, and its effect has not been, to enable American trusts to exploit 
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the foreigner through higher prices. It was intended to promote inter- 
national competi [t recognizes the legitimacy of American com 
binations in a field already occupied by foreign combinations, thus equalizing 
the situation for American traders. It raises the question, none the less, 
how far the United States has admitted the principle of combinations of 
producers, and not ne of domestic producers but of domestic and foreign 
producers, as in the Copper Exporters’ Association. 

The surplus-disposal plans now under consideration way be attacked as 
involving export bounties and dumping but not for tneir similarity to 
foreign controls of raw materials. These plans, as well as our import 
duties, are not “the same in prin iple” as foreign export duties or controls 
unless each and kind of governmental regulation of trade is a prec 
edent for every <ind, that is, unless there are no principles and thi 
world is running on the basis of international anarchy and economic war 
fare—in which case we are foolish not to organize our advantages in cotton 
and other products into fighting instruments. 


The protective import tariff is practically universal. The world has long 
been in process of ition on the basis of each country importing raw 


material (if necessary) and manufacturing for its own consumption its own 
shoes, for example [f now it is to be reorganized on the basis of each 
country processing its raw material, a momentous revolution is ahead of us. 
While import duties occasionally have seriousiy injured foreign manv- 
facturers producing mainly for export to one market, normally the manu- 
facturer has a domestic market and other foreign markets and the new 
duties restrict sal n the protected market only by degrees, so that his 


business holds its own or continues to expand. In any case protective 
import duties have a natural limit to their effects and their effects fall 


primarily on the ntry imposing them. But protective export duties may 
be condemned not only as involving the principle of export bounties but 
as having no natural limits. When associated with monopolies of raw 
materials they allow the exploitation of the foreigner first in the price of 
the raw material, then in compelling him to abandon his dependent in- 
dustries, and finally, carried to their logical conclusion, they involve a 
monopoly of the manufactured products and the use of this monopoly to 
levy tribute from any countries which have not been lucky enough or strong 


enough to gain possession of the raw materials. 


MARKETING 
Leverett S. Lyon, Chairman 


A considerable canvass of the members of the Association had disclosed 
that fact that ‘Installment Selling’? was a matter of very general concern 


to those interested in marketing. The challenge in this subject lies in its 
general social-economic implications quite as much as in questions of its 
technique. One of the chief interests of the merchant is the methods of 


installment selling But the problem extends into the realm of credit, 
awakening the interest of the student of credit and of the directors of 
financial institutions as wel 


|. What are sometimes even more general 
economic issues become involved in a discussion of installment selling when 
we realize that the practice has definite effects upon consumption, working 
out through standards of living, types of goods purchased, and the rate at 
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which goods are purchased, with many repercussions upon savings, pro- 
ductivity, and attitude toward existing economic arrangements. 

The leading papers presented were prepared by Herbert P. Sheets, 
Secretary-Treasurer of the National Retail Hardware Association, who 
discussed the matter from the point of veiw of a merchant; John G. 
Lonsdale, President of the National Bank of Commerce, Saint Louis, who 
presented the point of view of the banker; and E. R. A. Seligman, of 
Columbia University, whose paper was entitled “The Economies of Install- 
ment Selling.” The discussion of these papers was led respectively by 
Harry R. Tosdal, of Harvard University; C. C. Hanch, of the National 
\ssociation of Finance Companies; and Paul D. Converse, of the University 
of Illinois. A general discussion followed. A summary of the papers is 
pre sented. 


Epwin R. A. Serigman.—The first of the deeper economic problems 
related to installment selling is the character of the credit involved. It 
is commonly stated, as if it settled the question, that installment selling 
is an entirely new departure in that it adds to the old and well-tried system 
of producer’s credit this new and illegitimate form of consumer's credit. 
Credit for production goods is one thing; credit for consumption goods is 
another. But before we may so conclude we must reconsider our ideas of 
production and consumption. If I am correct, we must test the economy 
of installment selling, not by the old shibboleth of consumer’s credit but by 
a careful consideration of whether in each particular case it involves a 
productive or a destructive utilization of wealth. Further, must we not 
recognize that progress consists in converting superfluities into conveniences 
and conveniences into necessities? Even where a commodity may be called 
a luxury in the sense of being costly and expensive, must we not again 
distinguish between the various kinds of luxury as they connote either 
productive or destructive utilization? Finally, when we attempt to analyze 
with what kind of credit we are dealing, is it not important to make a further 
distinction and to ask whether the utilization in question occurs before or 
after the down payments? If, to use a less extreme example, we take a 
pair of silk stockings which last three months, as compared with an auto- 
mobile which may last five years or more, is it not a matter of importance 
to ascertain how much of the series of utilities embodied in any commodity 
remains after payment down and how much of a balance there is in the 
so-called repossession value? 

After having satisfied ourselves as to what are the characteristics of the 
credit involved, the next question deals with its effects en the consumer 
or the one who utilizes the credit. Does installment selling tend to distort 
the judgment of the consumer, or does it, on the contrary, tend to 
rationalize the consumer? Are we to deal, in this case, with the average 
man, or must we distinguish between different classes of men? Does 
installment selling weaken the strong or strengthen the weak? That 
installment selling is susceptible to abuse in this respect is scarcely open 
to doubt. But, on the other hand, is it not equally true that installment 
selling often leads the individual to look ahead with more care and to plan 
his economic program with a greater degree of intelligence? Is it not true 
that one of the weaknesses in American economic life is the failure of 
individuals to construct a personal budget? If a thing is really worth it, 
will the average man not work a little harder or be a little more economical 
in other respects in order to keep what has been partially paid for? Here 
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The next question under this head is whether installment selling tends 
to accentuate the business cycle. This point can be only touched, but the 
effect upon the intensification of the business cycle is apt to be less than 
‘+s sometimes imagined because an installment sale does not always mean 
more credit than would have been crt ated if the sale had been made 

rwise. We must also remember that con umers’ income and therefore 
consumers’ credit may be less adversely affected by a depression than pro 
rs’ profits and producers’ credit and that new sales to consumers may 

a threat of bad times be cut off more easily than loans to business men. 
If we take all these points into consideration, it follows that while in some 
respects consumers’ credit tends to intensify business depression, in other 

nd more important respects, the opposite is the case. Frozen credits are 
often but not necessarily the concomitant of installment selling. 


Hernert P. Surets.—Immediately one undertakes a study of installment 
selling he finds a minimum of positive facts and a maximum of theories and 
conclusions. ‘This is evidenced in the manifold discussions which have 
oceurred during the past couple of years. For example, one authority 
estimated the retail price of automobiles sold in 1925 at $2 400,000,000, 
the treasurer of a large finance company quoted £4,000,000,000 and the 
New York Trust Company placed the valuation at $3,750,000,000 while 
others of equal prominence presented still different figures. The un- 
certainty is still greater when the total volume of installment sales is 
considered, because no statistical agency has yet been able to reach into all 
the fields of deferred payment activity and assemble the figures with even 
an approximation of accurracy. The Standard Statistics Service accepts 
the American Bankers Association’s estimate of $6.500,000,000 of annual 
partial payment business, but says that “since there is an average cash 
down payment of about 26.6 per cent, and since the remaining debt is being 
paid off monthly, the total outstanding at any one time is only about 42.5 
per cent of the year’s sales, or approximately £2 .750,000,000."” The 
average initial installment payment on automobiles may be as much as 
26.6 per cent, but certainly such a high rate does not apply generally; nor 
are other installment obligations of consequence liquidated within twelve 
months. as most of us know who are familiar with the depths to which 
so-called easy payments have gone. A recent study shows that at the 
beginning of 1926 the outstanding accounts of a group of furniture stores 
amounted to 61.5 per cent of their year’s sales. It is obvious, therefore, 
that the Standard Statistics’ average does not apply to the furniture industry. 
Nor does it apply to the sales of washing machines or vacuum cleaners. 
The evidence from a study of these shows that if we are to accept 26.6 
per cent as the average down payment on automobiles, we can just as 
logically conclude that first payments on other installment sales average 
not more than 15 per cent, and probably nearer 10 per cent. 

Practically every one who talks on the subject gives his opinion of whether 
the practice is economically sound, but studies of numberless addresses and 
printed statements bring the conviction that this so-called economic sound- 
ness is determined largely by the anticipated effect of installment selling 
upon the industry in which the speaker or writer is particularly interested. 
Assuming that installment selling as conducted through a finance company 
agency is usually on a sounder basis than otherwise, one may readily agree 
that in such case it is economically sound for the banks, and also for the 
finance corporations, since aside from automobiles most of their paper is 
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guaranteed by the dealer It may also be agreed that installment selling } 
is productive for the manufacturer who is successful in getting dealers to 
distribute his ¢ ls by this method, since it increases his volume and profits 
Possibly tl usually meant by economic soundness. 

As to the retail nd the consumer, the case is not so clear, though w; 
are assured that t plan is highly beneficial to both. It must be pointed 
out that despit t that the notes pass to the finance company the dealer 
still has every ind every expense he would have if he kept the install- } 
ment contract in | wn safe, and he often pays 2114 per cent interest in 
stead of the 6 t to 8 per cent of his local bank. How is it possib 
not to overdo installment selling when all industries are in competition for 
the largest po hare of the consumer’s dollar? And, humanly enough, 
the merchants of the various trades decide that to hold their own they must 
make their installment terms more attractive than others. Hence furnitur 
stores use larg to advertise that the buyer need make no down pay 
ment or that | n get furniture or furnishings to the amount of $50.00 
on jitney terms of 5 cents down and 10 cents or 15 cents a week, and so 
with the others nzied sellers rush ahead in their competition to devise 
new “easy tern vith which to appeal to the credulity and attack the 
pocketbook of t r, and refuse to consider consequences. Their 
theory seems to be: Yesterday is gone, tomorrow may never come, so let's 
get today all we n while we can. It is difficult for the unbiased to see 
any other out than the gradual freezing of more and more capital in 
installment account id the mortgaging of future income beyond eventual 
ability to pay Chere are two basic merchandising theories: Quick turnover 
of capital on s1 margins and slow turnover on long margins. For many 
years the retail trade has progressed in the first method. But installment 
selling carries us back to the old system. If a merchant sells a washing 
machine costing him $100 on terms of $10 down and $10 a month, and if 
the purchaser t ich payment on time (which he probably will not 
nine months elap before the dealer regains his invested capital. This 
makes long margins necessary. Of course it is argued that the increased 
volume from installment selling results in lower prices to the consumer. 
But proof is la g \gain the furniture business may be cited as a fair 
example, because the installment plan has been utilized so long and so large 
a proportion of furniture sales is now on this basis. The Federal Trade 
Commission’s report on the house furnishings industry, published in 1924, 
shows that when more than 75 per cent of a furniture store’s business is 
on the installment basis the mark-up is above 78 per cent; where from 5( 
per cent to 75 per cent, the mark-up is 68.8 per cent; and where less than 
50 per cent, the mark-up is only 56.9 per cent. It seems significant also 
that furniture sto operating expense averages in excess of 35 per cent, 
despite the large volume, while in the hardware business, with limited 
installment sales, the cost of doing business runs from 21 per cent to 23 
per cent. 

Vice-President Robert G. Paine, of the Commercial Investment Trust, a 
finance corporation, said in a recent talk that a survey of the 1924-1925 
business of fifty of the largest finance companies showed that installment 
credit losses on automobiles were only eighteen hundredths of one per cent. 
But what of tl nsumer’s losses? At the very outset the installment 


buyer impairs his purchasing power by paying a heavy premium for the 
privilege, and when he is unable to complete his payments, and loses the 
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money already paid, his ability to purchase necessities is still further im- 
paired. Henry Ford is reported recently as saying that “of the total 
1925 production of cars of all makes, 10 per cent were repossessed for 
nonpayment,” as compared with an anticipated repossession of 1 per cent. 
On the other hand, it is suggested that but for installment terms the 
$1500.00 car of today would sell for $1800.00. But of course the install 
ment buyer does not get all this assumed saving, since the payment privilege 
costs him at least $127.50. 

Much has been said about the growth of savings accounts as indicative 
of the country’s increasing wealth and as evidence that our economic 
structure has not been affected by the orgy of installment selling. But 
apparently no one took the trouble to investigate other classes of bank 
deposits, until Professor Ray B. Westerfield recently began digging into 
the situation and revealed that while savings deposits have increased, demand 
deposits have remained almost stationary, and unclassified deposits have 
decreased, with the result that the year ending June 30, 1926, showed 
an increase in all deposits of only 4.5 per cent as compared with an increase 
of 8.9 per cent for the preeeding year. In savings accounts alone the 
increase for the year ending June 30, 1926, was #400,000,000 less than the 
gains of the preceding year, though the number of depositors increased 
nearly 3,000,000. At 3 per cent the interest on the savings deposits of 
June 30, 1925, should represent an increase of $14.84 in the average account 
June 30, 1926, yet the savings accounts of June 30, 1926, averaged only 
$528.12 as compared with the June 30, 1925, average of $527.56, a gain 
of only 56 cents. Nor can the increase in life insurance purchases be 
also held up as evidence of great financial improvement during the install 
ment selling era until we determine how much of this increase comes from 
group, industrial, protection, and the numerous other forms of policies that 
have been so energetically promoted in recent years. Why is it that from 
all parts of the country we get reports from merchants who are right on 
the firing line where they can sense conditions more quickly, and doubtless 
much more accurately, than can be gleaned from statistical figures, that 
credit morale is breaking down and that collections are harder to make than 
ever before in their experience? But we all know that the business pendulum 
swings to as well fro, and it seems to me there is grave danger that the 
present extravagant use of the installment system is overselling the con 
sumer and inducing him to mortgage hoped-for income so far beyond the 
limit of economic safety as to place a terrific strain upon our credit 
structure. 


Joun G. LonspaLte.—Most of us own an equity in ’most everything these 
days. Anything from baby carriages to shrouds, covering Heinz’ “‘fifty- 
seven ages of man” is obtainable on the deferred payment plan. The only 
limitation is that life is brief and time so fleeting that the fiddler is not 
always paid. But even this has been anticipated by the nimble minded who, 
in the mad scramble to increase the ease of this sort of buying, are adver- 
tising: “Our Easy Payment Plan Provides for no Payments during 
Sickness or after Death.” I cannot fully share in all this hue and cry over 
installment buying, particularly the alarm over its tremendous increase, 
which figures do not fully substantiate. Consumer credit is no more vicious 
than any other form of credit; but, being for the most part in new and 
sometimes inexperienced hands, it has suffered abuses. But, whether you 
or I like it or not, installment buying in some form or fashion and in some 
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measure to stay; it 


is too necessary as a continuine 
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Comparing t total value of goods sold, the situation 
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into debt up to their necks because it is easy to do, then, proportionately, 
the condemnation along these lines lessens. 

This growing desire to have is not to be smirked at. As we want, we 
usually work. Maybe, then, installment buying has done almost as much 
for improving the efficiency of 1: 


bor as plant welfare work. There is no 
denying the pride of ownership ; there are few impulses as commanding 
as pride. Pride makes Pa buy the flivver because the Jones’ have one, and 
under ordinary circumstances pride will impel reasonably prompt payment 
response. It wounds their vanity for the neighbors to see the sedan driven 
away for back payments. Of course, if father has overreached himself 
to the point where each succeeding pay day fails more and more to cover 
all the various payments, then the merchant not only is guilty of crowding 
too much credit on a customer, but worry comes in to supplant the intended 
cheer, and reduced efficiency in his earning capacity is a logical result. 

Here are some of the things that can be done to safeguard this method 
of merchandising. Wherever possible, increase the down payment and 
decrease the number of payments. Obviously, the first payment should b 
large enough to impress in the mind of the purchaser two things: the 
expense of the article and a sense of ownership. ‘The length of time should 
be short enough so that the article will not depreciate greater than the 
prospective owner’s share, or jeopardize the security of the lienholder 
before final payment. At no time should the unpaid balance be more than 
the reclaim value of the goods. For this reason, it is apparent that payment 
should be completed before the article becomes obsolete. Long-time pay 
ments, therefore, on merchandise that deteriorates because of changes of 
style, is a questionable course. Other suggestions have been made that all 
dealers be required to endorse installment paper so they will assume their 
proper share in the deal; and that financing companies be compelled to 
carry a reserve as a guarantee of service to the customer. 

The vital factor is not installment buying, but the extension of credit. 
The fact that the purchaser is going to pay in installments is secondary. 
The buyer’s willingness to obligate himself is not sufficient. Is he entitled 
to credit? Is the risk of the merchant out of proportion to the buyer's 
expected income? Would the average banking institution grant credit as 
laxly as do some installment concerns? Is there positive information as to 
the purchaser’s income? Is there always an effort made to find out how 
much he has already obligated himself for? Is the purchaser's reputation 
for meeting obligations good? In brief, the age-old keystone of credit: 
“What's his character?” One other thing—the character of the purchase 
must be such that final payment creates an asset in tangible form; otherwise, 
we'll be living in a Fool’s Paradise of inflated purchasing power and un 
earned and unpaid for, and sometimes worn-out, comforts. Carrying our 
daily life on too narrow a margin is like any other speculation—Dangerous! 


Harry R. Tospar.—First, there is the unknown factor of the relative 
amount of installment outstandings to total installment credit granted. 
While procurable for certain groups of companies, particularly the National 
Association of Finance companies, it is not available generally for install 
ment credit. An upward trend of such relative proportions of outstandings 
would indicate that we were approaching more difficult times, while a sid 
ways movement of a curve building these relatives would indicate that the 
situation is not growing worse, at any rate. Furthermore, I agree in gem ral 
with Mr. Sheets’s objection to installment credit granting in connection with 
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low priced use of the laxness of investigation and th, } 
iyvments. The second unknown factor 

weernn. tos mount of_loss to dealers as well as to fina 

companies ns under the installment plan. 

Pat. D The field has been so thoroughly covered by 
previous sp I » much in agreement with Professor Seligma; 
that I will i f vords to what has been said. I want to questio: 

He says that the sale of clothing , 
on installment ' ts sales from a regular charge or a cash basis 
to the instal t ba wonder if this is altogether true? May not th 
easy terms to buy more clothing, so that consumption of 
uits and « ! 

In the s 1 the statement has been made that installment selling 
can be mort topped in case of a business depression than can sales 
made on a ca rty-day charge basis. Of course the man selling ? 
on installmer t ng on this basis just as can the man selling on 
a cash basis. A lepression, however, is just the time that it is 
hardest to for \t such times the need of the consumers for 
credit is the g t it therefore seems that it will be very difficult for 
an installment s« to stop selling on installments without he stops selling 
altogether. JT \l be loathe to do although he may be forced to it 
by his financial tio Of course it is the larger articles which are more > 
or less durab] t are most commonly sold on the installment basis. It 
is natural to ex t t tl ile of such articles will fall off more than the 
sale of such 1 is groceries, so that installment sales may be 
expected to dec! more than cash and regular charge sales. This, however, 
is not due to t "i of tl nstallment sellers. 

The third stat nt that I wish to question is that the consumers have 
less accurat ounting than the business men and therefore are mort 
likely to overbu: ns to me that most consumers know as accurately 
what they are g irn during the next six months or year as do most ) 
busine SS conct 

An important point that has been mentioned, is that installment selling 
increases produ ‘rofessor Carver says that the output per man in , 
industry increased twenty odd per cent from 1919 to 1923. According to 
common belief tl icrease has continued since 1923. It seems that th 
fact that certain re brought within the reach of the working people 
by installment 1 ndising, causes the people to work harder. They } 
work more regular! uughout the year and perhaps more members of 
the family work. Y« | of the increase in production must not be credited 
to installment Chere have been other and perhaps more important 
factors. The hand-t th buying prevents the building up of inventories 
and brings about mployment throughout the year. The restriction 
of immigration h parently caused labor to be more fully utilized. 
Prohibition al layed a part in increasing the output per man. It has ) 
been said that t levelopment of civilization depends upon two factors 
First, the nex ty work to make a living; and second, the fact that by 
hard work the lual can get more than a bare living; that is, he can 
increase his standard of living. It may be that installment selling has ) 


given the impetus that has started our population toward the attainment of 
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igher standard ving 
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save first and spend later. We can thus get interest on the money in the 
savings bank while we are accumulating funds for a large purchase and can 
we the financing charge on the installment purchase or secure the cash 
rice. Yet many people find it very difficult to save. The money slips 
away for this and that and at the next pay day they have nothing to show 
for it. Some people find that going in debt gives them the necessary 
timulus to meet the payments and hence to save. 

Installment selling involves credit and credit may be dangerous due to 
overextension. Installment selling, if overdone, is dangerous, yet no on 
} 


ems to know just where the danger point is. The Federal Reserve System 


has given us a new credit structure. We do not yet know the limit of its 
strength. The figures given indicate that the unpaid installments now 
uitstanding are equal to the volume of our retail sales for some three weeks. 
Is this too much? It would not seem so, yet I do not claim to know. The 
mount is scattered among thousands of small debtors. This would seem 
to involve less danger than if the same amount was owing by a few larg 
concerns. We may have to learn by experience just where the danger point 
is and just how much credit we can safely carry in installment accounts. 


C. C. Hancu.—From the standpoint of credit, a substantial proportion of 
nstallment sales of today represents nothing more or less than the substi- 
tution of a modern specific contract for an old-fashioned, indefinite, charge 
account. So far as this is the case, who can doubt that it is a change in the 
right direction? 

it has been alleged that instailment selling is the result of fierce compe 
tition which first exhausts the natural market and then seeks to extend sales 
into an unnatural market made up of people who ought not to buy, because 
they cannot afford the thing which is offered for sale. This is an erroneous 
view. The truth is that the great incentive to installment selling is the 
necessity of finding some means by which to open up the natural and proper 
market, which consists largely of people who need the article but cannot 
spare enough ready money to buy for cash. The reason why the Singer 
Sewing Machine Company adopted the installment plan seventy years ago 
was that this was the only means whereby sewing machines could be placed 
in most American homes; that is to say, it was the only means whereby the 
burdens of millions of American housewives could be lightened. Similarly, 
the chief reason why most of the other articles generally sold on installments 
are being offered on that plan is because many of those who ought to have 
them cannot conveniently buy them for spot cash. 

The installment plan is the natural recourse of those who wish to sell, and 
those who wish to buy, desirable articles of reasonable durability, having a 
unit value so high that cash payment cannot easily be made. Modern 
inventions and scientific methods of mass productions have contributed 
several articles in the category described, which have resulted in an increase 
of installment selling since 1915; but this expansion, largely brought about 
by the automobile, has, for the present, apparently ceased. Further rapid 
expansion in installment selling is not probable unless, and until, invention 
is made of some great labor or time-saving device of high unit value and 
general public utulity such as the motor vehicle. 

In support of this statement estimates of the increases of installment 
outstandings from sales of the previously mentioned items, for two years 
from the end of 1923, are in percentage as follows: 


*Table compiled by Milan V. Ayres, economist and analyst. 
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Per Cent 

All ca ies 

Furnit 

Pianos co” @ 
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Prior to the ad\y t the nance « ipany there was no definite outlet for 
installment paper [n casi merchant who made the sale carried 
the paper until it mat 1; in other cases the merchant hypothecated the 
paper with his lo ty for loans and in some instances the 
paper was rediscounted tright, r to regular commercial banks or 
concerns engaged in ad money on accounts receivable or other 
evidences of debt. W the fi ng of automobile paper began actively 
as long as fourteen it did not become an important factor in the 
production of autom unt pproximately ten years ago. Since that 
time the growth of existing fina ompanies has been rapid and a large 
number of new companies ha been organized. The zenith of finance 
company organizati bout the beginning of 1925. In 
December 1924 it wa ted that 1400 finance companies were engaged 
in automobile finan \t the present time there are approximately 
850 established and kr nee companies actively engaged in automobile 
financing. Compar it have retired have in the main liquidated 
voluntarily. Such few have failed did not result in a loss to creditors. 
There is no census availal wing the total number of finance companies. 


It has been estimated that the number is from 1000 to 1500, including those 
primarily engaged in au e financing and those engaged in financing 
installment sales of merchandise. A survey discloses that 354 


representative finat es, including all of the largest companies, 
had aggregat ind undivided profits on January 1, 1926, 
of $202,000,000.00. On tl ime date they held outstanding installment 
paper amountins to 10. Their total purchases of installment 
paper, exclusive of 1 te and land contracts, for the year 1925 amounted 
to $1,021,000,000.00. | t t the 354 companies do approxi- 
mately one-half of the ¢ company business and that about three-fifths 
of the financing of 1 ind nstallment sales is done without the 
assistance of finance 

Perhaps the chief just tion of installment selling has been reduction 
of cost through mass production. The cash customer has the full benefit 
of this, and the customer ¥ n time and in many cases pays no more 
for his purchases than he would have to pay if all sales were on a cash basis. 


For example, broadened markets in t 


he automobile industry as a result of 
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installment selling has given a purchasing value of $1.16 for the 1914 
lollar, while the general cost of living dollar is only worth about #.60 as 
( mpared with 1914. 

Installment selling reveals classes of potential purchasers who probably 
iid not, or would not, buy for cash. ‘They will meet installments when 


they would not otherwise save. They will buy articles of permanent utili 


ty or convenience instead of spending for temporary pleasure. ‘The meet 

ing of regular installments causes many people to budget their income and 
penditures effectively instead of in a haphazard way. 

P rhaps the most important effect of installment selling has been the 


practical obliteration of economic barriers between the rich and those in 


moderate circumstances. The laboring man with his small utility car can 
ride over the same boulevards, get t! same fresh air, and see the same 

enery as the millionaire in his Rolls Royce. With his radio receiving set 
the workman now can listen to Grand Opera sin whose voices formerly 
were heard only by the socially elect. The feeling is that the rich man 
has not got much on the poor man. ‘The beneficial effect of this in dis 


couraging socialistic tendencies is incalculable. Generally speaking, articles 


adapted to successful installment selling are of fairly high unit value, of real 


i i 
utility or enjoyment, witl? relatively long life as compared with the spread 
of deferred payments. Discrimination should not be made against so-called 
luxuries. History has shown that the luxury of today is the necessity of 


tomorrow. 

Certain principles of sound credit terms have been developed through 
experience of merchants and finance companies. For example, the down 
payment should be large enough to make the purchaser feel that he has a 


l equity in the art and is not merely 


ther we rds, a sense 
of ownership. The unpaid balance should never exceed the resale value of 
the goods. Payments should be completed before the buyer feels that his 
purchase has become obsolete. Articles having these attributes, when sold 
on these credit principles, represent the preferred class of installment sales. 
A secondary class of installment sales would include articles which have a 
value to the owner extending beyond the period covered by deferred pay 
ments but without a substantial res: 

this category. It is obvious from what has been said that the terms of 


ile value. Men’s clothing comes within 

payment may be varied according to the characteristics of the article sold. 

If the article deteriorates slowly as in the case of a piano or sewing machine, 

the time of final payment may safely be relatively extended. If it is con- 


sumable without material repossession value or continuing value to the owner, 
it probably does not furnish a basis for safe installment sak 


To show the effect from a banking standpoint of various representative 
terms the following examples are given. When installment debts are being 
created at a uniform mouthly rate and are being repaid in twelve equal 
monthly installments, the average outstandings at any time are 54 per cent of 
the year’s total of installments. If the installments are being repaid in 
six equal monthly installments the outstandings become constant after six 
months at 29 per cent of the total of installments. If the installments are 
repaid in twenty-four equal monthly payments the outstandings become 
constant after two years at 104 per cent of the total of installments. From 
this it will be appare nt that aside from : ny que tion of security, long-time 
contracts should not be encouraged because of their effect in unduly tying 
up capital or credit. 
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This leads us to a ration of the total volume of installment selling ) 
and particular]; outstandings which is the most important 
item. Estimat | le relating to eighteen different classes of 
goods which cover t tire field with the exception of investment 
properties suc ha t nd bonds and real estate. Annual sales of 


such installment ¢ nt to $6,179,000,000.00 made up of the cash 
price of $5,704, 1 carrying charge added of $475,000,000.00 
which is equivalent t } per cent of the cash price. In order to arrive at 
the total installment debt ted a cash down payment of $1,638,000,000.00 
should be deducted 1 the total sales of installment goods which leaves 
$4,541,000,000.00 tot nstallment debt created. Average out- 
standings amount t 3,000,000.00 or 42.7 per cent of total sales, or 
58 per cent of tl f installments. The distribution of sales of 
installment goods, nt paper, and outstandings for the eighteen 
classes of goods is wn by ollowing table: 
i NT SALES 1925 
M of Dollars 
Installment Out- 
Sales Paper standings 
New passenger car .. 2,384 1,605 869 
New trucks .... 333 180 
Used cars and trucks sae 608 329 
Household furnitur 684 542 
Phonographs 134 84 
Sewing machines OS 97 | 
Washing machines caw 208 94 51 
Property improvement 83 45 
Radio sets .... cave 181 139 41 
Jewelry store gor 108 88 40 
Clothing 282 22% 36 
Tractors ..... 75 52 28 
Vacuum cleaners 56 48 20 
Other farm mach : 31 25 13 
Gas stoves ..... 27 23 12 
Mechanical refrigerat 14 11 
All other ....... . 108 88 48 
Total .. 4,541 2,638 
Of the $282,000,000.00 total of installment sales of clothing, it is 
estimated that $185 00 worth is sold on the “Ten Payment” plan; 
of this amount $46,00 0.00 is paid down in cash and $139,000,000.00 
is deferred. Payment e completed in ten equal weekly installments and 
the average outstar x debt is about $15.000,000.00, which is 11 per cent 
of the annual insta it paper on the “Ten Payment” plan and 8 per 
cent of the annual s. This plan which was originated in Chicago, was 
introduced throughout tl ntry, and was in operation in 700 stores within 
a year. It has been copied by many stores and probably several thousand 


*Table compiled by Milan V. Ayres, economist and analyst. 
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stores all told have advertised the “Ten Payment’”’ plan, or similar install- 
ment plans for the sale of clothing. This publicity, no doubt, has been one 
of the chief causes of the increased volume of public discussion of installment 
selling. 

It should be remembered that the “Ten Payment” plan pays out in ten 
weeks and not ten months. It has been popular with merchants because 
it reduces the amount of money tied up in accounts receivable. The old- 
fashioned clothing charge account runs for an average period of about 
ninety days. Under the “Ten Payment” plan 25 per cent of the price is 
paid in cash and the balance in weekly installments during a period of 
seventy days. The average volume of accounts receivable under the “Ten 
Payment” plan amounts to 8 per cent of annual sales, compared with 25 
per cent of conventional charge account business, where the average time of 
payment is three months. 

The relation of installment sales to national income should not be over- 
looked. National income is about $70,000,000.000.00 annually. There is 
spent on installment buying of goods about $6,179,000,000.00 and about 
£1,575,000,000.00 for installment buying of real estate, making a total 
in round numbers, of $7,750,000,000.00, or 11 per cent of the national 
ncome. The outstandings in short-time installment paper for purchases 
of goods amount to $2,638,000,000.00 or less than 4 per cent of the 
annual income. There are outstandings of $4,925,000,000.00 consisting 
of long-time paper based on installment sales of real estate. This makes 
a total of $7,563,000,000.00 of outstandings for both goods and real estate, 
which is 11 per cent of the national income. 

Installment selling and its financing is now upon such a firm foundation 
that it may be expected to continue to play an important part in the 
merchandising of all articles which are adapted to the installment system. 
It is the duty of all concerned to throw such safeguards around the business 
as will conserve the benefits which have been derived from the installment 
system. 
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INTEREST THEORY AND PRICE MOVEMENTS 


By J I er, Princeton University 
Parr I. His1 IN THE CONCEPTION OF THE INTEREST 
}? mT 

l. Purpos »—What is now usually known as “inter- 
est theory” 1 conceded by all to be the subtlest and 
most difi ilt | t d field of economic theory. Various 
opinions upon it n have in turn been dominant, and prob- 
ably every o s and is today held in some quarter, 
scientific or ] the narrower circle of experts and 
special students, es of conception are perhaps more funda- 
mental and fai any other subject of theory. 

This problem ly related to many others having 
theoretical and ngs, the center of discussion has shifted 
greatly throug . In ancient and medieval times, it 
was viewed as | i phase of just price, and attempts to 


rest rates were merely incidental 


to arguments o s of usury. Even the more recent dis- 
cussions of the s Senior’s abstinence theory to the work 
of J. B. Clark, B Bawerk, of Wieser, and of others, reveal 
clearly this 1 taking the form of “interest” has 
borne and still ha mall ock of communistic attack upon 
the institution o vy, although Henry George’s brilliant 
sally diverted a co part of the reforming zeal to the attack 
upon land rent. H the notable development of a more truly 
detached scientif n theory which has occurred, at least in 
a small esoteric e, wn itself in part by the ardent pursuit 
of a “theory of int * as matter of pure reason, regardless of its 
bearings on any |] ! ictical questions. This sort of “mere 
theory” has been znored but deprecated by some of those 
economists, who, new statistical weapons of correlation, 
are in pursuit of « t easurements. They for their part have 
been doing not n collecting, analysing, and charting the 
growing mass of | d commercial data regarding price changes 
and rates of inte: ects of the business cycle. 

There ought to ; time no such mutual suspicion, but rather 
closer co-operation t] students of quantitative measure- 
ments and those di ¢ with the more philosophic phases of economic 
inquiry. Each met nd each point of view is in turn needed—now 
to present workir theses, then to test them; now to relate newly 
discovered facts to ¢] ting body of knowledge, again to reappraise 


older accepted views in the light of new evidence. 


wor 


—~ 


the 
met 
met 
and 

in 

me! 
| nol 
his! 
asp 
thi: 
? 
\ Hu 
| dec 
mo 

lea 
cal 

as 
bre 
the 

set 
to 
thi 
ter 
l mi 
in 

m¢ 
th 
Af 
In 
fr 

st: 

mé 

to 

in 

in 


ter- 
and 
10us 
rob- 
‘ter, 
and 


ida- 


ing 
fted 
it 
s to 
ntal 
dis- 
ork 
veal 
has 
pon 
ant 
ack 
‘uly 

in 
suit 

its 
lere 
ose 


ion, 


mic 
10W 
wly 


Lise 


Interest Theory and Price Movements 63 


Especially in this phase of the study of the business cycle, to wit, 
the relation of interest rates and interest the ory to general price move- 
ments, the interchange of thought between students with different 
methods has been lacking. Apparently most of those especially de- 
voted to the study of the business evcle have remained indifferent to, 
and negligent of, the more recent novel studies and radical conceptions 
in this field of theory. ‘There is, to be sure, still lacking agree- 
ment among cconomists both as to the theory and as to the termi- 
nology of interest. But it seems possible that a resurvey of interest 
history and theory, and a statement of some of the newer speculative 
aspects may result in some fruitful cross-fertilization of thought in 
this important subject. 

2. Amount-of-money conception of the interest problem.—David 
Hume, writing around 1742, combatted prevailing opinion when he 
declared: “Lowness of interest is generally ascribed to plenty of 
money.” This seems to be a fair statement of the notion implied at 
least, if not always clearly formulated, in the moral condemnation of 
interest on money loans from Aristotle through the era of the church 
canonists. Interest was thought of as paid for the use of money, 
asland rent was paid for the use of land. But money “cannot 
breed money,” as land can breed crops and feed flocks; money is the 
“barren breed of metal.” Even to scholars, as well as to the populace, 
the price paid for the use of money (quite like that of other things) 
seemed to depend on the plenty or scarcity of the precious metals. 


Certainly this notion still is the natural, naive, popular view, coming 


to the surface again and again, as in the Greenback program of 
the 70’s and 80’s, in the Populist movement of the 90’s, in many con- 
temporary pamphlets sent for the enlightenment of academic econo 
mists by amateur reformers, and even promulgated by distinguished 
inventors and manufacturers, who are novices in economic theory. 
This erroneous notion Hume rejected, declaring at once: “But 
money, however plentiful, has no other effect, if fixed, than to raise 
the price of labor” (‘‘and,” he added a little later, “commodities”). 
After appealing to certain economic facts since the discovery of the 
Indies, he concludes: “The rate of interest, therefore, is not derived 
from the quantity of the precious metals.” Before examining Hume’s 
more positive thesis, let us observe that his negative thesis relates to 
static conditions as to the money stock, the quantity of monetary 
metals, in a country. He touches elsewhere only briefly on certain his- 
torical dynamic conditions, long-time rather than short-time in nature, 
in which he thinks that increase in a nation’s money and a sinking 
interest (rate) go together. But, he says, it is a mistake to consider 


‘a 
= 3 
i 
| 
> 
> 
ave 
the 
ges 
er 
ire- 


64 Economic Association 
the create r qua the cause of the lowness of inters st. 
This is to mista ( teral effect for a cause.” 

3. Amount conception; Hume's psychological germ— 
What was Hu thesis; what explanation of the rate of 
interest did he } n plac of the one he rejected ? The real 
cause of lown SAYS, growth of industry in the state, 
etc., which san th att ts “great abundance of the precious 
metals” and low t. “The most industrious nations always 
abound most with ] metals: so that low interest and plenty 
of money ar parable.” The generally accepted 
interpretation H *s view V expressed more than a century 
later by Bohm-b words: “The height of the interest 
rate in a count d nd on the amount of currency that 
the country pos on 1 imount of its riches or stocks.” 

Since Hume’s ' ( tly that proposition, with various 
explanations and , has been the center of nearly all th 
theories of inte r a considerable following among liberal 
economists. It th of all the productivity and use theories. 
But Bohm-Bawerk’ nerally accepted summation of Hume’s thought 
is far too simple t t to it, and Béhm-Bawerk’s notion of 
“riches or sto sd rower than is necessarily implied in 
Hume’s words. O be sure, beware of the temptation to read 
into Hume’s lan; ttitr toward modern issues of which he was 
quite unaware. B B Bawerk himself has not escaped that 
error. His inter} of Hume’s essay is that of one holding 
firmly, as the Aust economist did, to the tripartite division of th 
factors, and to t yn of cay ital as a distinct group of artificial 
agents—as he did borate studies despite some inconsistences. 

But there is required ndue stretching of Hume’s words to find 
in them room for a broader thought of a psychological explanation of 
interest, though + outlines of this are only imperfectly sketched. 
Hume says: “H nterest arises from three circumstances (and 
italicizes three \ it demand for borrowing, little riches to 
supply that der profits arising from commerce.... 
Low interest, on t! nd, proceeds from the three opposite cir- 
cumstances: a s! d for borrowing, great riches to supply 
that demand, and profits arising from commerce.” It is true 
that this merely problem rather than gives a full explana- 
tion, recognizing . Hume says: “We shall endeavor to prove 
these points; and : begin with the causes and the effects of a great 
demand or smal] d 1 for borrowing.” 

*Capital and Inte I nslation, p. 47. 

*E. g., he speaks of polit economy, “from Say’s time to the present,” as having 
been “captivated by the deceptive symmetry that exists between the three great 


factors of production—nature, labour, capital.” Positive Theory, p. 1. 
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Our limits forbid following here lis detailed argument. We would 
point out only that it abounds with references to psychological fac- 
tors as causal and antecedent to the quantity of riches and to the rate 


misers, desire to consume, 


Pals, 


of profits : different tempers, prod 
pursuit of pleasure, differences in habits and manners, and in customs ; 
and along with these goes a penetrating discussion of the comparative 
influence of large landholding and commerce upon the motives of 
industry and frugality, determining whether or not money gathers 
into large stock into the hands of those who are willing to lend 
it at a low interest. ‘The discussion of the third circumstance requisite 
to produce lowness of interest is, however, very superficial, dissolving 
into the agnostic proposition that the two things, low interest 
and low profits, “*both arise from an extensive commerce, and mutually 
forward each other” but it is “needless to inquire which is the cause 
and which the effect.” 

Indeed, Hume’s discussion, as a whole, never gets very far beneath 
the surface; it merely makes a beginning along lines in which little 
progress was made (excepting only in the abstinence concept) for 
nearly a century and a half. In one respect, however, Hume’s essay 
indeed marks an epoch in the history of the interest theory; there- 
after (except as a popular fallacy) the abundance-of-money-con- 
ception was definitely displaced by the abundance-of-goods-conception. 
The orthodox liberal doctrine (despite other differences) became 
Hume’s proposition that we really and in effect borrow labor and 
commodities when we take money upon interest. 

4. Turgot’s limited capitalization theory.—Turgot’s brilliant little 
essay in 1770 displayed in several respects an insight into the es- 
sential nature of economic problems, hardly to be equalled again for 
more than a century. Though he begins his discussion of interest 
with a narrow conception of “capitals” as consisting of “the accumu- 
lation of annual produce not consumed,” otherwise called “move- 
able riches,” he at once speaks of these riches as “advances” (not just 
when loaned—that is, “advanced” to a person—that comes later— 
but “advanced” when used on land, in industry or in commerce). He 
then gives throughout his treatment unusual prominence to the notion 
of time, using repeatedly the term “waiting” to describe what the ad- 
vances enable workers of all kinds to do. He then turns his thought 
at once to the various “employments of capitals” among which a per- 
son may choose who has “accumulated value’; that is, funds available 
for investment. It is remarkable that he speaks first not of manu- 
facturing, agriculture (i. ¢., capitalist farming), and commerce, and 
the loan of money at interest (these follow in order), but of “the 


purchase of an estate of land.” Here he sketches, in scanty lines, 
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e, but ( n theory of land value.““what Is 
called the pent inds,” resulting from “the Varying 
proportion to sell or buy lands.” Béhm- 
Bawerk in his « sparagingly as “a fructification 
theory of inte n a circle” because he believed 


Turgot was tr) n *a forms of interest as the necessary 
result of the «¢ ny one who has a capital may ex 
change it for a ng a rent.” 

But this s Turgot’s discussion its most sic 


nificant and un seeking to explain, as he Says, 


the valuation o ince with the proportion which. th 
revenue bears to 1 they are exchanged, and he does 
this first without » the current rate of interest on 
loans or to the { profits in other business (or without 
taking a rate fi | markets to use as a capitalization 
rate in expla nit Js Turgot pretty clearly con 
ceived of an in land (that is, a discount, or capi- 
talization rate) i usable by the simple adjustment 


of supply and d nd sellers of land. It is true that 


Turgot, as he p various employments of capital 
are mutually ri tes of return by the possibility of 
shifting investment lid and does not conflict with his 
thought of the « as occurring primarily through 
the working of { i the market for monetary loans. 
Such a view of t land capitalization process being 
prior to the co: s not found again until after 
the beginning o ry. It is still quite rare. Tur- 
got’s view of cay be observed, though clear, is 
limited to expla of land. He does not go on to 
develop a general cap ) ory that would explain in an analo 
gous way the va “capitals” such as houses, machine ry, 
etc., as built ups id 1 from the revenue (or series of futur 
uses) contained conception seems never to hav 


entered his mind H bounds, however, with references 
to the influence o 
One other ren 


ving s question. It may be retorted 
to Bohm-Bawerk’ ition 


of Turgot’s interest theory as 


one of “fructifica ore truly Béhm-Bawerk himself (and 
every other product ) holding the conventional artificial] 
goods capital conce) d to uphold a partial fructification 


theory, the ve ry it which he accuses Turgot of pre- 


senting. To wit plained the contractual interest rates super- 
ficially as arising for monetary loans, and then having 
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sought to carry the explanation deeper by tracing this contractual 
interest rate to the “productive services” of “artificial’? man-made 
capital goods, the productivity theorist then has no other way of ex- 
plaining the capitalization of land and natural agents, but to borrow 
the interest rate determined in the field of “artificial capital” with 
which to discount the rents and other expected incomes of “natural” 
agents. This is done without the slightest misgiving or thought that in 
the individual valuation and the purchase or sale of natural durable 
agents there can reside an independent source of discount and capitali- 
zation rates. 

5. Time and Senior's abstinence concept.—Many passages glimps- 
ing the relation of time to the employment of capital could undoubti dly 
be collected from the economic literature of the nineteenth century, 
but they were nearly all ultimately fruitless of effects upon the develop- 
ment of interest theory. The outstanding exception is Senior’s notion 
of abstinence (1836) which was a theoretical seed of a different, more 
psychological conception of the interest problem. It did, indeed, 
fall by the wayside, but it germinated and lived on there the sole sprig 
of psychological capital-theory until the new era of thought at the 
end of the century. It is a curious jumble of ideas as set forth by its 
author. Senior called abstinence variously a third agent, an instru- 
ment of production, a principle, a productive power, alongside of, 
but distinct from, “labour and the agency of nature, the concurrence 
of which is necessary to the existence of capital.” He called ab- 
stinence “the conduct of a person,” and “an additional sacrifice made 


“providence” united with “self-denial.” But again he said the name 


when labour is undergone for a distant object’; he described it as 


was a substitute for ‘ 


‘capital,” defined as “an article of wealth,” and 
he spoke repeatedly of labor, natural agents, and abstinence as the 
three instruments of production. This was very confused thinking, but 
at least it brought into the foreground of the problem the much neg- 
lected motives involved (in Senior’s words) in “the production of 
remote rather than of immediate results” in undergoing labor “for 
a distant object,” in abstaining “from the unproductive use” of what 
one commands, or, “from the enjoyment which is in our power.” — Inci- 
dentally, also, Senior discussed rather more than was usual “the 
average period of advance of capital,” and recognized that before the 
capitalist can retain a profit he must see to “keeping the value of 
his capital unimpaired.” But these ideas underwent no systematic 
or satisfactory development at his hands. 

6. Influence of the artificial goods capital concept.—The history 
*Many examples of this could be cited. Even Irving Fisher lapses into this 


thought at times; e. g., The Rate of Interest, p. 91; and Elementary Principles, 
pp. 229 and 336. 
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of interest theory 01 beral economists for more than a centur 
from Adam Smit} Bi Bawerk, runs narrowly within the limits 
of the amount-of is (“riches or stocks”) conception of Hume. But 
it was profound ted by the chance that the term “riches or 
stocks” came to | fied with the artificial goods concept of capit ‘ 
in the tripartite division of the factors of production, land, capital, 
and labor. <A ¢ etry was thus given to the structure of tly 
theory of distribution, rent as a form of income being limited and bound 
to the natural fa 1 as its source, and interest as a form of in- 
come being vi oextensive with the “artificial” man-made fac 
tor capital. The vas nothing in the inherent nature of the case 
to prevent the t tocks” from being taken in a broader 
sense, including nt of goods everything to buy which borrowed 
funds might bi h as lands for arable and other agri 
cultural uses, and tural agencies such as residence and business 
sites, mineral d ; But already with Adam Smith this link- 
ing of interest (a fits) with artificial stocks was apparent, and 
Ricardo’s dev t of t labor-theory of value and its applicatior 
to the capital « ept (capital merely embodied labor) crystallized this 
notion that int i phenomenon and a form of return linked 
solely with “prod ns of production,” not with goods in general. 
This conception of 1 economic factors and their related yields 
remained almo tioned until near the last decade of the nin 
teenth century. |] d the opinion that both on theoretical and 
on practical grounds the attempt to classify material goods as arti 
ficial and natural ling to the assumed source of their value 
is unsound. Enoug t it involves the fallacy of the labor theory 
of value. But even those who still accept this classification must 
concede that it led to a v ry unreal and illogical restriction of th 


broader problem It quite obscured the significance of 


time as a general factor in the use of goods of every kind, though 
always in a vagu time was felt to have somewhat more to do 
with interest and artificial capital than with rent and land. Th 
linking of abstinence « usively with the origin of artificial goods 
dwarfed the develo nt of that conception and prevented the recog 
nition of “conservative abstinence as an essential form of conduct 
in the use, maintena of and investment in, material resources and 


agents, no matte hat their physical origin or the cause of their 
value. Such a narrow conception of the “riches or stocks” whos 
amount determined 1 rate of interest blocked the way to any general 
theory of capital yn applicable alike to “natural” land and to “pro 


duced” capital. All problems of capitalization of lands, i. e., natural 


*A term introduced by the writer in Principles of Economics, 1904. 
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esources in general, have by this conception to be treated as out- 
side the realm of interest-fixing facts. Capitalization in all such 
cases can only be explained by the naive device of applying to land 
rents, mining royalties, and other future incomes from various sources, 
a rate of interest (or discount) that is supposed to be determined 
solely in the realm of artificial agents (in essence a “fructification” 
theory of the sort condemned, yet used, by Bbhm-Bawerk. ) 

7. Boéhm-Bawerk’s promise and disappointment. ‘These notions 
were deeply imbedded in the “classical” economies and still continue 
to have a phenomenal influence on thought. A most striking example 
is seen in the case of Béhm-Bawerk. Though at one point in his 
studies he had the conviction that the interest problem was really the 
broad one of the “agio,” or difference in value, of labor and of uses 
of goods of all kinds in relation to time, he finally relapsed into the old 
simple conception of interest as arising only in connection with “pro- 
duced” capital. (But note his incidental and inconsistent treatment 
of land rent as a case of interest from durable agents.) Béhm-Bawerk 
in his great critical first volume saw, as the essential lack in all fore- 
going theories, the failure to explain adequately the rate of interest 
as a valuation relationship between the capital sum and the interest 
(income or yield). He condemned in principle all productivity and 
use theories. Likewise his elaborate preparatory work on the theory 
of prices in his second volume, “Positive Theory,” seems to have 
been directed toward the end of explaining the valuation of capital 
as the sum of the expected values, the summation of the future uses 
and rents contained in stocks of economic agents. But he had closed 
the door to any solution in that direction by adopting the old Ricar- 
dian capital concept, “produced means of production,” thus seeking 
to explain the origin of this group of durable artificial indirect goods 
and their valuation by means of a thinly disguised labor theory of value 
—in their past, not in their future uses. That is, he developed no 
theory of capitalization, though several times he seems on the point 
of doing so.” He relapsed into a productivity theory of interest, and 
he failed, just as he had shown so many others to have failed, in ex- 
plaining the rate of interest as a percentage of a principal sum, as 
a surplus of price over and above the initial capital price of the series 
of future uses. 

8. Clark’s “pure capital” and timeless production.—J. B. Clark, 
like Bohm-Bawerk, became convinced of the inadequacy of past interest 
theory. But the beginning of his contribution lay at a very different 
point, namely, in exposing the ambiguity of the current capital con- 
cept, especially in his recognition of its neglected value aspect along- 


*See above, sec. 4. 
°Positive Theory, pp. 348-9. 
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side of the conventional artificial concrete goods aspect. Hardly 
second to this in significance and intimately connected with it, is Clark’s 


broadening of eption of the things comprising capital, making 


it inclusive of land and natural agents, indeed, logically, of every 
intangible right to income in which “a fund of pure capital” (as 
he calls it) may b ested. Pure capital as a private, business con- 
cept, became essent y an investment fund, though Clark gave it less 
practical expressi It innot be said, though, that Clark succeed- 
ed any better than Béhm-Bawerk in explaining the genesis of capital 
valuations. He too seeks the answer in the past of goods rather than 
in the anticipation of ture uses, and develops an abstinence theory 
to account for t echnical, physical beginnings of “capital goods” 
in a manner inco! nt with his own inclusion of land together with 
artificial agents in t capital goods concept. He too accounts for 
the valuation of thi e capital by sacrifice incurred at the origin 
of artificial good sychic cost concept. Clark too is wanting in 
any capitalization o ipitalization theory that relates capital value 
to anticipated 1 n general. He too concludes with a_pro- 
ductivity theory « iterest. in which the “interest”? sum is looked 
upon as the specif luct of the capital and is related to the capital- 
goods as a rent rather than as a rate per cent upon a capital- 
Sum. 

In one important feature Clark’s treatment of this problem is 
reactionary just the Austrian advanced the discussion most; 
that is, in the im] of the role assigned to time. Béhm-Bawerk, 
it is my belief, st | on the right road toward an understanding of 
the time-factor, though he ultimately went astray on other paths with- 
out ever clearly re nizing how he had lost the road. But Clark 
never was on the right road and arrived at an explicit denial of any 
significance for t the explanation of interest. It is the fune- 
tion of (pure) capital, he declared, to synchronize the outlay of labor 
and its fruits, and ittempted to prove this by an argument palpa- 
bly fallacious. 

It is one of th ortunes of economic theory that Béhm-Bawerk 
and Clark, who had inv theoretical virtues in common, could net 
have got together on their main differences, Béhm-Bawerk’s intial 
conception of time needed to be combined with Clark’s value concept 
of capital, and both { | from a labor theory of value influence. The 
results surely would have been much nearer a true solution than is either 
of the old-fashioned productivity theories of interest dressed up in 
new-fangled terminology with which these two pioneer thinkers termi- 
nated their ardous labors. Each was destined to give a new impulse 


‘Capital and Its Earnings, 1888 
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to thought, and each disagreed with the main conclusions of the 
other; yet both came to results that seem singularly alike in certain 
respects. Bohm-Bawerk’s interest theory after some early attacks 
upon it by the older school of economics, English and American, was 
adopted by them very generally with little modification, and is now 
the theory most widely accepted, in type, if not in all details; while 
Clark’s notion of capital value has likewise gained wide vogue. ‘Thus, 
views Which their authors had expected io be revolutionary could be 
accepted and incorporated into the conventional system of thought of 
the orthodox school just because the original ideas had not been con- 
sistently developed. The doctrines at first novel were at last accepted 
not as strangers but as old, familiar friends. 

9. Productivity interest theory.—The negative and critical work 
of Béhm-Bawerk and Clark raised issues which their positive theories 
did not suffice to settle. It is true that two dynamic decades of wide- 
spread discussion of this and related topics in economic theory were 
followed after about 1890 by an equal period of reaction, or at least 
a prevailing lassitude, in theory. The majority of economists were 
inclined to take the various more or less novel and conflicting notions 
that had appeared, and to merge them into an eclectic body of doc- 
trine, which it was believed, or hoped, might be generally accepted and 
initiate an era of theoretical harmony. To a remarkable degree this 
policy seemed to succeed. Alfred Marshall, the leader of this eclectic 
movement as well as its most typical representative, took from the 
first this attitude toward the work of B6hm-Bawerk. Marshall's eclee- 
tic formula of the two qualities in capital of prospectiveness and pro- 
ductiveness became the mode among English and American economists. 
To the influence of J. B. Clark, and perhaps in part to Wieser’s general 
imputation theory, is traceable a related but more systematic formu- 
lation of a general theory of the specific productivity (or productive 
contribution) of each of the factors, a conception almost, if not quite, 
as widely favored in the text books as that of Marshall. In all these 
cases the “productivity” of capital (as a certain limited group of 
material artificial agents) is viewed as the cause and source of the 
yield or income called interest (implicit as well as explicit). It is 
assumed that this “productivity” (vaguely assumed to be a techno- 
logical fact, but always shifting its character to value-productivity, a 
‘act of private profit in the broader sense) serves to explain not merely 
the amount or price sum yielded by an group of “capital goods,” but 
also the rate per cent of yield computed on the valuation of the princi- 
pal, or capital value. It ought to be evident without argument to 


‘Explicitly, first, it seems in his Principles, 3d ed., 1895, pp. 142 and 664; as 
cited by Béhm-Bawerk in preface to his second edition of his Geschichte, etc., 1900. 
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cussion had faded into darkness and had not lighted the way to any 
constructive results. 

Suggestions have been given above of some of these ideas that were 
glimpsed by Béhm-Bawerk and by Clark, especially those of a per- 
vasive premium (agio) for time, of the true nature of the capitali- 
zation process in the case of any se ries of uses, of the capital value con- 
ept, etc. No one of these was consistently developed, and they were left 
as mere passing suggestions off the main line of economic thought. 
Besides these squandered or mispris d resources of theory, there were 
many others waiting to be utilized. There was the abstinence con- 
cept, still, after nearly three-quarters of a century, in as crude a form 
as that in which Senior had left it, confused between technological and 
value or investment relationship, and tied to a narrow notion of arti- 
ficial capital. There was the thought, given wide currency in the 
text by F. A. Walker (borrowed by him from some earlier source), that 
time change is a cause of value co-ordinate with stuff, place, and form. 
This thought, to be sure, was not developed by Walker, and he did 


not see in it the revolutionary possibilitics of a general theory of time- 


valuation in relation to all kinds of goods. ‘There was the new academic 
subject of accountancy beginning to attract att ntion to the exacter 
mathematical expression of time relations in investments, and especially 
to the process of recapitalization according to changes in earnings. 
There were certain clementary notions of actuarial science and prac- 
tice that began to filter into the class rooms of theory, as insurance, 
forestry, corporation finance, valuation of utilities, and other related 
subjects were taking their place in the university curriculum. There 
was the increasing attention to the human and psychological aspects 
of economic problems, begun by “the marginalists” Jevons, Clark, and 
the Austrians. However faulty their technical psychology (ranking 
thus probably in the order just named) and however faultily applied, 
they had in this matter initiated a new era, whose broadening appli- 
cation of psychology to economics and sociology we are still wit- 
nessing. And finally (for we can here touch only a few of the high 
points), there was the influence of the newer economic history in which, 
at least a few avid students of theory began to find rich suggestions for 
destructive critique of the conventional, orthodox, commercial system 
of economics (especially distributive theory). No eclectic can hope 
to begin to understand the continued discussion of the interest theory 
after 1900 unless he gives due consideration at least to these elements 
in the situation. Otherwise he catches only fragmentary glimpses of 
the movement and fails to see its broader implications. Many minds 
contributed some elements to this process of thought though the par- 

“See the writer's paper on “Value and the Larger Economics,” Journal of Pol. 
Econ., 1923, pp. 587, 790. 
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ticipation of either meagre or of short duration. Besides 
those whose na peatedly appeared above, noteworthy con 
tributions wer le by Ashley, Cunningham, Toynbee, Edwin Cannan, 
Carver, Veblen, D ort, Turner, and others. 

The positis f the time-valuation theory has been most fully 
presented in tw that of Professor Irving Fisher and that of 
the writer. J n the mode of approach and in emphasis, 
and in a number of d . St of them unquestionably of considerable 
importance. — But egard to the larger issue, the two versions ar 
in substantial a ! t Fisher’s treatment is that of the mathpe- 
matician and a nt, conceiving of the whole process as one of 
buying and selli fut ncomes. My approach and treatment has 
always been rat il and genetic, with a greater stress on 
the psychological and human factors. Though begun and largely 
developed before t! rm “institutional economies” was coined, it might 


even be de emed ti 


es ts an essay of that type. Especially, 
it treats the interest ite not as 


thing apart from the general pric 
system, but rat! finds its explanation interwoven with the whol 
process of price fi ition, from its earliest beginnings to the com- 
plex price syste the modern world. Such a view of the interest 
problem is much m« closely bound up with the business cycle than any 
productivity theory limited to artificial capital goods or to industrial 
profits could possil We will therefore seek to restate the time- 
valuation theory with more definite regard to its use in this connection, 


in the hope that | ross-fertilization of ideas ways may be found 


to make the statistical analysis of the business cycle yield larger fruits. 
Part II. Time-vaivation anp THE THEORY 

1. Individual ti luation without trade.—Contractual interest 
(as a rate per cent) is a relatively superficial phenomenon. It is also 
in economic history a very recent phenomenon on any considerable 
scale. It appeared subsequent to the use of money and to a regime of 
monetary prices. If, therefore, any causal relation is historically 
traceable, interest appears as an effect rather than as a cause of 
prices. It is impossible to conceive of a general rate of interest, 
expressed as a percentage of the principal sum, antedating any sys- 
tem of prices; whereas it is possible to picture, as antedating both in- 
terest and monetary es, a system of non-monetary, barter prices, 
involving ratios of exchange between commodities. Indeed early eco- 
nomic history shows us such systems on quite extended scales, inter- 


woven more or less on the one hand with caste, status, feudal and 
manorial relations, and on the other with the embryonic forms of 


“Some of these are indicated in Interest Theories, Old and New, op cit. 
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monetary trading. The ancient and medieval conception of justum 
pretium was deeply rooted in this notion of the fair and normal ratios 
of goods. However, after monetary prices do appear, they may 
become mutually related to barter prices, and somewhat modify them 
through causing changes in modes of trade and of production. 

But we must go deeper still in tracing back historically and analys- 
ing logically into its simplest elements the modern complex relations 
of the time element to prices. Even the exchange ratios of goods in 
the simplest barter and in primitive barter markets appear subsequent 
in time, and must be logically subsequent to, long-prevailing schemes 
and systems of valuations of goods in terms of each other, in tribal, 
village, family, and individual life. In all the modern textbook ex- 
positions of price, it is assumed that the individual trader approaches 
a trade with some scheme of choice, or state of mutual valuations of 
goods, and the careful use of this notion will hardly be denied validity. 
But this must not be taken to imply that once the individual has access 
to barter and markets, his scale of valuation is unaffected by trading 
opportunities, by past experiences, and by habits formed, in the market. 

In the very earliest pre-barter, pre-market choices of primitive man, 
time-valuation must have entered into the scheme of choice, as it must 
today in the most simple, isolated acts of men apart from markets 
and the developed apparatus of price adjustment. Except for a due 
recognition of the mutual influence of folks on each other’s social stand- 
ards, ete., it would be putting the cart before the horse to find the cause 
of the individual’s time-preferences in the state of preference discovered 
by him and borrowed by him from other persons in the market. 
Rather we must seck an explanation outside of this circular, endless 
chain of causation, to wit, in the nature of man’s desire for goods and 
in the particular circumstances of plenty, scarcity, and provision for 
need, as modified by intelligence, customs, training, habit, and social 
relations. 

The fact that time differences in the availability of concrete goods 
(and also of their separate uses) do cause choice-differences cannot be 
disputed. Generally viewed, it appears that the more animal-like 
the stage and the more primitive the people, the greater the prefer- 
ences for immediate appropriation and use over postponement. How- 
ever, some curious exceptions are found in primitive communities, sup- 
ported usually by religious tabus or sanctions. It is only slowly that 
this difference in choice is diminished, with the growth of social insti- 
tutions, customs, and habits. We cannot imagine, therefore, any indi- 
vidual, family, or larger group economy, either the most simple or the 
most complex, where there would not be involved in the system of 
valuations reflected by and implied in the relative valuations them- 
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selves, differences ice due to time; that is, due to the differences 
in the desires fi t certain time locations and not due to physical 
differences eit! LV ¢ ( uantity of the goods whe n they are ripe 
for use. It is where quality and kind are the “other things 
equal,” and ti ’ eflects the unequal conditions of choice, 
such as appet l, fatigue, companionship, etiquette, and many 
other things tha t ( \' the time of greater impulse, drive, or 
desire. 

Experience and vation teach that in the vast majority of cases 
the prefer n¢ rked fon present goods over future goods 
(and vice versa present and future ills) with children, savages, 
and the masses « 1 But the growth of the spirit of provi 
dence and frugalit ins the growth of power and readiness to inhibit 
this choice of ] t in ition to future goods. It is not doing 
violence to the fa » say that individuals and families have, involved 
in their schen ( itions, more or less definite rates of time-pref , 
ence. This « nature and force of time-choice cannot fail 
to modify the a s of men, determining what, when, and how they 
do things, what material things they use and how they use them, d 
termining in large part what are the kinds and amounts of durabl 
agents with w n surro 1 themselves. Observe that this is al] 
conceivable and actually occurs in countless cases, before or without 
the expression of these valuations in terms of monetary price, or even 
without the simplest barter. It is a system of individual choices of 
goods with implicit ratios of time-preference. 

2. Time-valuations under barter—The beginnings of barter aris 
out of such a syst of time-valuations operating in individual, fam- 
ily, and group economies. The essential motive for the simplest trad 
can be found only in the fact that the trading parties have at a given 
moment unequa i ition ratios between specific goods (at least im- 
plicit in their drives and desires), and by trading bring these ratios 
more nearly into accord. Time-value is not a quality separate and 
apart from the total value of a concrete object (wealth) or of a 
specific act (labor) ; it is merely that part of the total value which in 
the particular circumstances is due to time relations, just as other 
parts of the value may be logically attributable to conditions of place, 
stuff, form, proprietorship, and manifold subjective factors in men. 
The time-value may be negative or nothing or little or much or all of 
the value of a certain good in a particular situation. It requires no 


stretch of imagination to picture trader A having no present use what- 


ever for commodity m which he possesses, but an intense desire for 
immediate use of commodity z; while trader B has no present use what- 
ever for commodity x which he possesses, but an intense desire for com- 
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moditv m. Yet at a later time the attitude of these two traders in 
respect to these two commodities might be reversed. Barter in such 
a case 1s simply the exercise of choice, in social circumstances, as to 
time-relations of goods and uses. Even when the contrast in the trad- 
ers’ intensities of desire is less extreme than in the example, there 
must be usually some limit at which one or the other trader would cease 
to have a motive for trade, due to time-relations. These same differenc- 
es in time-value explain likewise the simplest process of deferring pay- 
ments, borrowing and lending, where the borrowed goods are returned 
later in kind, often because of tribal mores without bonus, but with 
isury exacted from a stranger. ‘There appears no reason to doubt 
that time-differences are just as real and just as clearly the explana- 
tion of particular economic choices of wealth and of actions in the 
simple states of status and of barter, as are any other differences in 
the conditions of choice. When this time-valuation is not consciously 
expressed as to amount in a separate unit (as money) or as to rate 
per unit of time (discount or premium per annum), it may be very 
effectually embedded in a person’s general system of contemporary 
valuations in the ratios of certain goods with others. 

3. Time-valuation in a monetary price regime without loans.— 
Bohm-Bawerk, to whom we owe much for his emphasis of the psycholog- 
ical factor and for awakened thought on the interest problem, declared 
that “the kernel and center” of his own theory was the proposition: 
“as a rule, present goods have a higher subjective value than future 

goods of like kind and number.” He recognizes that this rule is sub- 
. 
ject to some exceptions but he considers these to be very rare. In 

“Positive Theory, p. 237. Of course this proposition is not itself a theory of 
interest, but merely the statement of a broad empirical fact whose explanation 
constitutes “the interest problem.” The truth is that Bihm-Bawerk does not make 
nd keep this “the kernel and center” of his “positive theory,’ for to do so 
would seem to require a consistent “agio” or time-preference theory such as he 
promised to give. But instead, as he went on, he made technical productivity of 
capital (in the roundabout process) more and more the kernel and center of his 
explanation, “the third reason why present goods are, as a rule, worth more than 
future.” Positive Theory, p. 260. This becomes in his view “the principal form 
ssumed by the interest problem.” Idem, p. 299. It is the circumstance giving “the 
phenomenon of the higher valuations of present goods an almost universal validity” 
whereas on the other merely psychological grounds “an overwhelming majority (of 
men) would have no preference for present goods.” Idem, 277. This prevailing 
preference becomes in his explanation almost entirely the result of technical 
productivity, presented as the chief cause of this premium on present goods (and 
therefore of interest) independent of any of the two already mentioned. Idem, 
p. 270. 

“Idem, e. g., pp. 250, 251, 297. The frequency of these exceptions seems to be 
greatly minimized in Béhm-Bawerk’s view by his practice, in nearly every case where 
he seeks to test the matter by an example, of shifting from particular goods to a 
sum of money. E. g., idem, pp. 250 ff. 255, 256, 276, et passim. It can happen 
much more rarely that a present dollar would be worth less than a future dollar, in 
a modern community with a developed financial system, with borrowing, saving 
accounts, etc.; in fact, it could occur only in periods of catastrophic changes in 
general prices, or because of some peculiar personal choice of particular goods 
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be worth less to any and every indj- 


number of future goods, notably seasonal 


n summer, ete., as well as in many othe: 

t individual desire is small compared 

i need for particular goods at some later point of 
finds that his relative valuations of present 

s of tain -e kind and quantity expressed in the 


yut 1 with his own relative valuation of th 
nds of goods. Or, again, suppose that 
is O ations of particular goods are out of 

ite which reflects the time-valuations of 


imat of the ratios of the pre sent and future prices 
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of the specific good In either case the person (except as deterred 
by the trouble of c! gy and trading) would buy some and sell 
other specific goods, ng up the money that he has left or acquiring 
the money that he wil her spend at once or keep as a “storehous: 
of value.” By t ise of money evidently a person may often get 
some one else to su with more present goods or with a greater 
total of present and ture goods of specific sorts than he could 
otherwise have, and at 1 time the other person may gain by dis 
tributing his possessions better throughout time periods. In such cases 
money serves as a “storehouse of value” better than the other sorts of 
specific goods. And such a process of buying and selling (without 
lending or the use of edit) must tend to weave into the whole price 
fabric a certain g il, average rate of premium of present dollars 
over future dolla: has resulted from leveling out and rounding 
off a great part of | ndividual differences, though considerable may 
remain. So then, h unit of money would evidently buy durable 
goods which (barrit ikes and accidents) would rise in pric 
throughout a given | 1d in the ratio of the prevailing time-price 
embodied in the price of goods; and vice versa, the seller of durable 
goods to be used tI t would have to sell them for less than the 
price that would « n course of time. In other words discounts 
on future goods and , and premiums on present goods and uses, 
must interpenetrate into every corner of a price system and enter into 
almost every price quite apart from the use of credit in any form, 
to say nothing of tend money at interest. 

4. Time-prices a e-shifts of goods.—In this process of price 
adjustment of goods in relation to time-periods many intricate practi- 
cal problems must a because of the different degrees of durability 
and preservability of goods, and because of thi differences in the trouble 


that are undergoin 
particular prices to 


g g n their relative prices. This adjustment of 
the gene time-premium on money is in part touched on below. 
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and expense of keeping certain goods or of hastening the ripening of 
others. From the primitive eras of human industry, the shifting of 
goods in point of time was the purpose of many kinds of economic activ- 
ities such as drying foods, smoking, cooking, salting, burying in the 
ground, storing, building caves and warchouses, oiling, painting or 
othewise protecting many kinds of tools, agents, and supplies; and 
again the purpose is to ripen or othewise hasten the time at which 
specific goods can be had for use. Some goods lend themselves readily 
to this process and others with difficulty. It is little trouble to keep 
some things, and they deteriorate little or none (ec. g., the precious 
metals) while at the other extreme are things which defy all attempts 
to delay their use ( or vice versa, to hasten it). Now almost every 
process of keeping things involves the giving up of labor and other 
goods which have value (or price) for alternative purposes; and besides 
there may be a loss in quality or in quantity, as in the rotting of fruit, 
the spoiling of meat, ete. All these subtractions from the physical 
quantity and quality of the goods to be kept, plus all the subtractions 
from other goods needed in the process, taken together, are charges 
upon the transfer of goods from one time-period to another quite 
analogous to freight charges for physical place change. (Conversely, 
there may be gains in physical quantity or quality.) This must give 
rise to many and complex adjustments in the relative prices of goods 
both contemporaneously and over periods of time. ‘To take a com- 
paratively simple case: suppose that apples may be kept in an ordinary 
cellar from September until March, but that one-half of those thus 
stored rot in the six months. A price per bushel in March twice 
as much as in September, plus the price (actual or alternative) of 
labor and storage space, might easily be three times as high as a Sep- 
tember price. But at the ratio of three to one, March and September 
prices might not contain that prevailing premium on present dollar 
purchasing power needed to induce its investment for keeping these 
particular goods six months. The investment does not promise the 
prevailing increment of a higher net price in March while all around 
in the existing price system are alternative investments which do con- 
tain it. By choice the line is drawn between that time-shifting of 
goods which is warranted by time-price relations and that which is 
not. These differences may be reduced by shifting goods, but not to 
zero, any more than local differences in prices of goods can be reduced 
to nothing by transporting goods from the place of lower to place 
of higher valuations. Local prices of two exchanging markets still 
differ by the amount of the freights. The price system in any period 
of time viewed statically, contemporancously, is linked up by countless 
acts of choice with the price system in succeeding periods of time, into 
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a time-embracin This is an unesecapable conclusio; 
from the phen lividual time-valuations. 

5. Capitalizatio i the pricing of durable agents.—We hav 
spoken thus far of of concrete goods as wholes, having in mind, 
typically, goods tha lord single uses (even though the goods may | 
preserved over a pt 1 of time). We now come to the price problem 
found in another m¢ omplex class of objects, which the older specu 
lations on interest almost ignored. These are durable agents giving 
off a series of 1 1 period of time. Such agents, as Bohm 
Bawerk showed (wit y developing the thought in his interest 
theory) may be on as containing separable uses arranged in 
time St ries whic ; | irticular goods, often may be shifted forward 
and back in time i | with differences in time-valuations. Around 
these durable goods, too, is built up a structure of time prices. The ex 
planation of this pre the theory of capitalization that may fairly 
be said to be a product of twentieth century thought, so meager wer 
the traces of it bef: 

It was one of the triumphs of the psychological marginal theorists, 
and pre eminent] t wrk of the Austrian school, to overthrow thi 
old cost-of-prod theory of prices and to replace it with an ex- 
planation beginnir the value of ultimate uses, and traced back 
ward from them to agents. Every indirect agent derives its valu 
(and its moneta its products; it has not and cannot 
have ultimate ly I s for its price exce pt the price of its products, 
actual or expected; its pt is simply the present price of the sum 
of all its future } lucts (or of its separable uses). But in every 
existing price syst prices of like uses and of like ripe products 
differ according to 1 weation; therefore the price (capitalization) 
of durable agent ning series of products equal in number and 
maturing price, t diffe iccording to the maturing dates. For 
example, let on tain ten units of product yielded within a 
year (the agent be used up) and another agent contain thos 
same ten units y led once a year for ten years, or once every two 
years for twenty years; ¢ rly these various durable agents though 
they may contai: s of products (taken at their par, matur- 
ing valuations) v | have unequal present (capital) values, if and 
whenever the pr t cl s to the future products are taken as the 
sums they represent in the actual system of prices. 

This way of the origin and nature of the capitalization 
process is revolutio traditional and still widely current concep- 
tions. The count ho ind banking habit of mind has largely 
dominated econo t} r since the eighteenth century, and “interest 


i 


theory” has been a phase of commercial economics with its disposition 
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to regard as normal and permanent things just as they are. The 
economic man (still with us) is pictured as a merchant in a modern 
ket, equipped with interest tables, aided by accountants, resorting 

ry day to banks and the loan market, and consciously and mathe- 
itically estimating the present worth of durable agents and all other 
series of products or incomes, by reference to the interest rate 
prevailing in his circles. So economists, even since they have begun 


oO 


give attention to the capitalization process, continued to explain 
hy taking a mathematically expressed interest rate determined 
antecedently in the loan market and applying it as a discount rate 
to rents and future incomes to arrive at their present worth. The 
lusion persists even among some who in large measure accept time- 
valuation doctrines, that in no other way could capital values be 
arrived at by investors. 

But our view of the capitalization process is utterly different. It 
s genetic and sees capitalization as a part of the earliest system of 
prices. It does not conceive of private property as “given in its finished 
scope and force” (as Veblen asserts is erroneously done in most 
current economic thinking). Rather it looks upon the price system 
of today and the habits of mind that go with it as comparatively recent 
developments, though having their origin before our banking and 
credit systems. The capitalization theory here outlined has been far 
more shaped by anthropology, economic history, and genetic psychol- 
ogy, than by continuing deductive, dogmatic, speculative studies. 

Our thought is not that the earlier type of the capitalization proc- 
ess (which still persists in large measure today) involved the con- 
scious recognition or explicit expression of a capitalization rate either 
derived from outside or inherent. But some rate becomes automatical- 
ly involved in every price of durable goods (or series of incumes and 
of products) where time-location in any degree affects the valuation 
of the constituent elements making up the whole price of the thing. 
This phenomenon of discount of uses contained in any agent or 
source of incomes is correlated not with artificiality but with dur- 
ability of the income bearer, because durability means continuance 


through time, and more or less extended periods between the present 


valuation and the maturity of the future use, product, or income, that 
is taken to be one of the constituent parts of the present agent. Thus 
the prices of ephemeral goods of present use contain little or no time- 


discount, and durable goods (notably land and natural agents) con- oe 
tain more and more in proportion to the distance and time distribu- pee 


tion of their uses. 
The process of time-valuation is in large part one of trial and error, 
affected by imitation, habit, custom, social training, etc., and con- 
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stantly adjusted in t t of experience within both the individ 

and the group « When, and to the extent that, competition 
operates, the pr ed, more or less gropingly or intuitive- 
lv, in bringing t timates into some semblance of a true sys 
tem of time-p1 yre successful buyers, holders, and users of 
wealth. Certat t of money became common in medieval! 
towns and market vitable that time-discounts and premiums 
should permeat nto the enlarging system of prices that 


was created. 


aluations (discounts) on future uses 
and products el svstem of prices must themselves he 
built into a syst 1 general rate, though varying just 
as price Ss do, i! 


kets. Such 


mies outside the larger central mar 
ap mas this is logically conceivable in a credit- 
less, loanless, int ty, and is indeed the kind of situa 


tion disclosed by ory as existing before the rise of modern 


financial instit methods. 

6. Capital ie rmal rate” of profits—Such a price 
system embody ts is not however conceivable without 
the accompaniment it of a usual, normal rate of profit accruing 
to the buyers and f the durable agents. Since at least th 


days of Hume, y tion has been seen to exist between th 
rate of profits erprisers in their own businesses, 


and the prevail ite of interest on commercial monetary loans. 
However, from the first, it was seen that a distinction must be drawn 

between the usu or (as it came to be called) “natural” or 

“normal” rate of ] hts (w h must be in the long run if the business 


is to attract ent ind above which active competition will not 


for long periods t to 1) and the higher or lower rates 
which may preva porarily perhaps in particular places or branches 
of trade, and wl may be attributed to accidental and unfore- 
seeable causes, or to t presel or lack of special skill and of efforts 
by individual enterprisers 

It is therefore 1 that the close connection between the profit rat 
and the interest sts only at the moment of investment, as an- 
ticipated probable chance of profit (or income), and any additional 
profit (or loss) is either attributed to human effort or is absorbed 
In a recapitalization of the principal, the price of the enduring agents 
or prope rty righ t it give control of the income. The significanc: 
of this was, befor nt capitalization theory, quite missed in the 
futile att mpt to « iin capital-values by cost of production. The 


long remarked “tendency of profits to equality” in various employ- 
ments is rather more the result of the 
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revised estimates of their products than it is the effect of the cost of 
production of new agents of like kind, as held in orthodox doctrine. 

At the moment of investment, however, the individual investor sees 
the two “normal” rates (of profits and of loan-interest) as mutually 
reacting and affecting each other, without having to think of their 
causal relations. Each offers to lim a chance of gain and a choice 
for investment, and even economists’ thinking has often seemed to rest 
it that point. But if the question is raised, there are three possible 
types of answer. The interest rate might be the cause of the “normal” 
profit rate; or the reverse might be the case; or both rates might be 
the results of a common cause. The last of these is implied in the 
capitalization theory; but heretofore only one or the other of the first 
two theories seems to have found adherents. 

7. Fae general interest rate and the profits rate.—Here, at length, 
we have arrived at the interest problem in the strict sense. What is 
the cause of, what makes possible, the prevailing interest rates on 
monetary loans? If the questions have been put, is interest the cause 
of profits or are profits the cause of interest, the answer, yes, has 
generally been given to the latter. For the “productivity theory” of 
interest, which in its various versions and degrees has held an over- 
whelming predominance in this field of thought, is really, when examined, 
found to mean this if it means anything. ‘The vague and ambiguous 
term “productivity” is at first assumed to mean some kind of physical 
creation of product; but this conception being utterly unusable in an 
explanation of an interest rate (ratio of the value of product to the 
value of the agent or source), it is always quietly abandoned in favor 
of the value conception. Productivity is taken to mean an increment of 
value (price). But what kind of value and where found? Even in the 
most elaborate recent attempts to apply the marginal analysis to 
this question, the outcome of the reasoning is simply this: capital (as 
an investment sum) is “productive” in the sense that one having capital 


has normally a chance of making profits at the average prevailing 


rate, by investing it. So-called “productivity” means profit yielding, 
and “product” means merely investors’ profit. And what is the source 
and essential condition of this profit emerging at a rate on an invest- 
ment? It is explained neither by physical productivity of agents nor 
by the value of products (or uses) taken at the time of their realiza- 
tion and maturity. It is explainable only by reference to the exist- 
ing price system wherein goods containing postponed or future uses 
have been and are, when the loan is made, so priced (summed up, 
capitalized) in relation to time that as those uses mature and ripen 
they rise toward the parity of realized valuable uses. This normal 
profit-making “productivity of capital” is thus nothing but the reversal 
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nitely. This may be despite ext nsive loans and the constant import 
ind export of me rchandise. Evidently, too, in such cases, the whole 
structure of prices must be both reflected in, and reflect, these differenc- 
es. Capitalizations, the relative prices of present goods and of 
durable agents, and normal rates of profit in active business invest- 
ments. as well as rates of interest, must, through the operation of 


tut 


competition and substi ion. be brought into some measure of con- 
sistency, as respects the time-discounts in various goods and employ- 
ments. Crude tools, ephemeral structures, high business profit rates, 
low present prices (large discounts) on future uses, and high rates 
of interest go together. Even within countries, provinces, neighbor- 
hoods, and in particular employments, real differences in all these 
facts can arise and persist, moderated but not destroyed by borrowing 
or by trade in goods. A limit to the equi lizing of the time-rates in 
different markets is set by the lack of purchasing power to buy goods, 
and by inability of borrowers to give security enough to lenders in 
other communities to induce them to keep on lending. But not in- 
frequently lenders in regions of lower time-valuation lend up to the 
limit of the wealth that backward communities can pledge, and even 
beyond, until a collapse of credit teaches its lesson. In the same 
country within the markets for commu reial, agricultural, and urban 
real estate loans, within loan markets affected by different tax laws, and 
among groups of borrowers and _ lenders affected by tax-free 
features, there must be differences in rates that persist and that are 
reflected in the whole set of economic choices and the whole system of 
prices in each market and group. 

Whatever be the relative prices of particular classes of goods, these 
prices would all be int: rpenetrated more or less consistently by the 
time-discount rate peculiar to each market or group. Any such sys- 
tem of prices having become fairly stable at any time and in any coun- 
try, may be disturbed and altered by changes originating (1) in the 
medium-of-exchange mechanism, affecting more or less alike all prices, 
i. e., the general level of prices as express d in index numbers: or (2) 
in conditions of time-valuations, acting upon time-prices and cap- 
italization; or (3) in special conditions of demand and supply de- 
termining relative prices. The last of these is not negligible, but is 
of least importance to our present theme and must be passed over 
here. The first is for our purpose the most important and it will 
be considered on the assumption that a change occurs from the side of 
money without any change originating in the psychological factor of 
of time-preference. Finally and more briefly, will be observed the 
case of individual time preference changes (so widespread that they 


affect the prevailing market rates of tim discounts, ete.) without any 
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change originatin supply or other exchange mechanism, 
We say “originat t “occurring in” to avoid any suggestion 
that such chang nd do not occur as a result of the rey 
cussions of the ] id justments in the new situations taken 
as wholes. Neit! » problems (1 and 2 above) is simple, 
and it may be q oned ‘ther the true nature and full bearing of 
either had beet niz until within the last thirty years. 

Part III. Iwn1 R ; AND Some Propiems or GENERAL 

P CHANGES 

1. Long-time yes int yeneral price level, and compensatory 
interest rates—When, after 1873, the general price level had con- 
tinued to fall for s , the accompanying fall in interest rates 
on long-time loatr | the attention of economists, notably that 
of J. B. Clark and Irving Fisher, in the decade of the nineties. 
Alfred Marshall had fly called attention, as early as 1886, and 
again in 1890,” to t phenomenon later designated by the title of 
Professor Irving F r’s notable monograph, “Appreciation and 
Interest.”” Indeed it » have been glimpsed as early as 1802 by 
H. Thornton, and | ticardo in his “Principles,” 1817. The dis- 
cussion of this pro | n part deductive and in part inductiv: 
through the us Oo! lata. Take a period of falling prices 
resulting, let it be ass a decrease, absolute or relative, of gold 
production. Then it was shown that when this trend becomes fairly 
definite and generally pected, prospective borrowers become mor 
wary and prospective lenders more eager; for each compares th: 
purchasing power of dollars when the loan is made with that of dollars 
when payments of int t and of the principal, respectively, will fall 
due. The borrowers are warned by the outery of the debtor class, 
and that group o ipitalists that lives in the neutral zone between 
active and passive i nt is tempted to shift over to passive money 
lending unless and until the interest rate falls to a degree that offsets 
the fortuitous advant ruing to creditors from rising prices. (Of 
course, the convers: ill this would be the case if prices were rising. ) 
In principle this p ss Is competitive adjustment, on both sides, of 
expected gains and losses from price changes, resulting in a com 
pensatory rate of co tual interest. The “true” interest rate 
translated into ten goods (the commodity interest rate) would 
be no higher or lower than under a regime of stable general prices, 
if this process operated without lag or friction. But of course it 
does not so opera \t the best, the uncertainties of price changes 
make this process, though good as far as it goes, but little better 
“Principles, Ist. ed., p. 62 
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than a gamble. Several independent statistical tests” have shown 
that in part the compensation takes place, but only tardily, im 
perfectly, inequitably, unequally in the various branches of trade and 
in countless transactions. So far as it does occur, it can affect only 
newly made loans or old loans at the moment of renewal, and leaves 
the vast outstanding bulk of contracts in terms of dollars to be settled 
on the level of the new and ever-changing prices. In historical fact, 
no sooner has the downward trend of prices seemed to be established, 
ind interest rates on newly made loans become more or less roughly 
adjusted to it, than general prices changed to an upward trend, and 
for years even the ignorant and unskillful among the active capitalists 
reaved unexpected profits on new loans still made at low interest rates. 
Then the whole “money lending” class, including as it does the many 
little lenders who are the equitable owners and beneficiaries of vast 
trust and insurance funds, endowments, and savings accounts, are 
the innocent losers. 

2. Changing general prices in relation to particular prices and to 
industrial equipment.—Most of this doctrine is so generally accepted 
now that repetition is scarcely necessary. But there is another some- 
what deeper-lying problem that calls for further attention from 
future students of prices. For is it not evident that during such a 
process of price change the whole scheme of relative prices would be 
disarranged, compared with what it would have been, or would be, un 
der a regime of stable general prices? Where interest rates were com 
pensated fully (or excessivly) in relation to falling prices, there long- 
time investment in durable equipment would be “normally” large; while 
if interest rates are as yet compensated little or none, investment for 
the future must lag and even in renewing old loans many debtors would 
face ruin, Such things might raise some kinds of prices in the future 
by causing physical depreciation of existing wealth (lands, machinery, 
equipment) but reduce present prices in those industries by causing 
producers to continue to turn out goods under the pressure of need 
for ready funds. 

The same uncertainty and chance that hangs over the whole proc- 


ess of borrowing from others to invest in particular ways, hangs 


over the process of employing one’s own capital in active business. 


(We are concerned here only with the time-value and time-price as- 
pects of these price relations). There must be overinvestment at one 
place in durable goods, and underinvestment in others, compared with 
what would have been the case in a state of economy where general 
prices, as determined by the relation between the exchange mechan 
isms and the volume of exchanges, remained stable. While the con- 


*Prof. Waldo F. Mitchell alone, it seems, claims now to find in the statistical data 
no evidence of such a result. 
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tractual interest rat of accord with the profit rate, more o; 
less, in different « oth must be more or less out of accord 
with the “true” lity interest rate, and at the same time th: 
capitalizations ( c t n va sus uses as well as the supplies and 
prices of various “ > goods must be greatly dislocated. A market 
rate of time-discount din such periods cease to “prevail” with any 
precision, throug! of the structures of prices. The existing 
uncertainty as to ] pecial and general, the inequality, t! 
accidental gains and | of enterprisers and investors, the result- 
ing discouragement ligalities of individuals and large classes, 
extend even to t fundamental psychological fact of tim 
preference. On tl le it would seem to have the effect of reducing 
abstinence and investment, though the factors must be varied and 
often conflicting. 

3. Short-time gener price changes, bank credits and discount 
rates.—In an histo rt of price index numbers, the long-tim 
fluctuating curves, representing the greater tidal waves of general 
prices, may be as mu is forty or fifty years from peak to peak; 
and they are br ) a succession of uneven, shorter waves 
formerly thought t ctend over eight to ten years but which some 
more recent studies indicate to run now nearer three or four years. 
In any case these briefer curves mark what are now called business 
cycles. Naturally the peaks and hollows of the long-time curves coin- 
cide with the high and low points respectively of certain of the shorter 
cycles, whereas betwee greater peaks and hollows the shorter 
cycles may be pic rinseribed upon the long-time curves. 
At the few coincident there might be a common cause, but the 
intervening divergs of the business eycle from the general trends 
certainly suggest t king of two somewhat independent causes. 

Without committ urselves to an inflexible theory, it seems now 
a good working hypothesis, in view of the known facts, to connect 
the long-time curve nly with changes in the fundamental monetary 
conditions. Chiefly t relate to gold (and silver) production, to 
gether with the a ving conditions as to the use of gold as the 
“standard” money and unit of prices in the world (if one likes, “the 
supply of and demand * gold for use as the standard price unit 
in the monetary sy ) Since 1914 irredeemable paper money, 
crowding gold entirel) of circulation and becoming the sole fluctu 
ating “standard,” 1 part even more important than gold in the 
explanation of tl vels of particular countries, and has a very 
significant part in t! planation of the value of gold throughout th« 
world. Similarly we iy find the larger part of the cause of those 
briefer fluctuations t diverge from the long-time trends, in the 
changes occurring in that part of the exchange-mechanism consisting 
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of credit agencies (in relation, of course, to the accompanying psycho 
logical conditions of hope, fear, confidence, expectations, whether based 
on c.leulation or resting merely in emotion, in the business community ). 

Now it is well recognized that modern developed banking and credit 
systems, by the use both of bank notes and of discount deposits, permit 
of large and rapid expansion of the dollar-expressed purchasing power, 
without substantial changes or any increase whatever at once and at 
the same time in the amount of standard money in the particular com- 
munity. Any bank or group of banks starting at the close of a 
period of depression with a good percentage margin of reserves above 
the legal (or popularly reputed safe) minimum, can rapidly increase 

s earning assets and earned income by expanding credits on the 
basis of the same (or even less) standard (or legal) money in its 
vaults. This additional purchasing power in the hands of bank 
customers and borrowers may be assumed to have somewhat, if not 
just, the same immediate effect on prices as would a per capita increase 
of money in the community. As soon as any considerable number of 
enterprisers begin to share the confidence and belief that prosperous 
times are in prospect, the number of borrowers increases. The earlier 
an individual acts, the greater, probably, will be his eventual profit from 
the transaction, as funds borrowed at the lowest rate of interest 
are used to buy goods and equipment (and labor) at the lowest levels 
of prices, to be held and used while they are advancing to higher levels. 
There follows, therefore, on a smaller scale, and over a shorter period, 
the same kind of compensation between prices and interest rates as 
when prices advance because of the relative increase of standard money 
throughout the world. Wages rise at first more slowly and then more 
rapidly than prices of most products, until the wide profit margins 
shrink. Discount rates then rise with the growing demands of 
customers. The relation of various particular prices in the general 
system of prices undergoes rapidly various modifications, notably the 
relation between capital-valuations of durable and indirect goods with 
near-finished direct goods. ‘Then every miscalculation, especially the 
overestimate of capital values (based on the combination of low dis- 
count rates on borrowed funds and high expected product-prices) 
reveals itself, the margin of security shrinks or vanishes, and many 
bank credits are “frozen.” 

t. Public aspects of bank-credits in relation to stable prices.—As 
to the banks’ part in the movement of the business evele, public and 
economic opinion in the past has thought it should be guided only by 
individual (or corporate) self-interest and the motives of private com- 
petitive profit, limited only by the minimum legal percentage of re- 
serves. "The banks have accordingly acted independently and indeed 
iad to do so or lose the chance of profits for their stockholders. 
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Midway in the movement, long before its culminat on, 
other banks (and \ i whole) would benefit if some of thy 
banks would ceas ng their credits. But as a private competitor 
the individual bat ( ni Tord todo this. Only by acting in com 
bination, and O monopolistic lly, could the banks togethe r 
share the gains and of carly restriction of credit while yet hav- 
ing an ample r entage margin and legal lending power, 
And in this matter, sr long years in respect to transportation, th 
public could see not but good in competition, and has been v ry 
reluctant to admit 1 good in any measure of monopoly, even with 
governmental contro Popular fear of combination of moneyed in- 
stitutions is still g 

In the Fede ral R ne) tem, two monopolistic features were in 
corporated (doubt thout recognition of all their bearings) : 
virtually central liscount, and centralized note issues, both 
under control of the Federal Reserve Board. Very fortunately also 
(in contrast with th in proposed by the National [ Aldrich] Mone- 
tary Commission and almost unanimously preferred by the bankers 
of the country,) the Federal Reserve System was given a far more 
public character and control, notably in not granting to the member 
banks all the profits as the Aldrich plan proposed. As a result of 
limiting to 6 per cent the dividends from the Federal Reserve Banks 
going to member banks the attitude of the whole banking community 
toward the sacrifice of earning assets (and therefore profits) of the 
Federal Reserve Ban nce 1921 has been very different from what it 


otherwise would have been. It would be difficult to exaggerate the 
contrast. If only in the period between 1918 and 1920 the Federal 
Reserve policy had not become entangled and confused, through the 
mistaken zeal of the treasury department, with the policy of low in 


terest rates on bonds, the country might have been spared a large 
part of the loss of that period of ridiculous price inflation. 

There has been revealed of late th possibility of stabilizing in con- 
siderable measure th« nor swings of prices (business cycles), by in- 
creasing the percentage and even the amount of reserves of standard 
money (impounding gold), at the sacrifice of possible bank profits, 
instead of passively letting the speculative demands of business pre- 
cipitate a period of inflation It is at last seen by a few, though not 
as yet generally by the public (nor confessed by the Federal Reserve 
Board), that t] imount use for public welfare that can be made 
of surplus assets i t to inflate credit and raise prices, but to keep 
prices as nearly level possible. The index number, not the reserve 
percentage, might better be the compass by which to guide the discount 
policy of the great central, noncompetitive bank. But such action has 


pretty definite limits which are frequently ignored. It cannot long 
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control or defy the larger swings correlated with standard money pro 
duction and use, but only or mainly the minor savings caused by bank 
credit expansion. Ultimately the balance between gold and produc- 
tion costs in marginal mines must determine the valuation of the stand- 
ard unit and the level of prices on the gold standard throughout the 
world. 

5. WVartous types of loans and divergent interest rates.—-We have 
spoken’ of the differences in interest rates existing side by side in 
different markets for loans. Such are seen in the higher interest rates 
long prevailing in the newer compared with the older states; in agri 
cultural compared with urban districts: in the rates on bonds of long 
successful compared with doubtful enterprises; and in the varying 
rates for bank and mercantile credit, granted on poor, fair, or prime 
security. Such contemporaneous differences may be largely explained 
as due to risk (of losing principal and interest), to trouble of plac- 
ing and collecting loans, etc., as seen from the standpoint of marginal 
lenders that are in a position to choose between the two forms of 
investment (vice versa as to borrowers). But evidently the true 
market net interest rate to non-marginal lenders within each territoral 
or other class of credit market must be genuinely different because of 
the prevailing competitive conditions( reflected in the particular system 
of prices in which they live and work). We are not now concerned 
primarily with these contemporaneous differences, connected either with 
geography or risk, but merely with time differences, the fluctuations 
over periods of time which occur in each of these kinds of loans, and 
more or less parallel with those in the other kinds of loans. 

It has been a common observation that interest rates vary (in fre- 
quency and degree of change) somewhat directly with the shortness 
of the term of the loans.” This means, of course, the more frequent 
necessity of renewals, and the greater proportion of all the loans of 
that type becoming subject of bargaining for renewal at any one time 
or state of the loan market. Thus something like 75 per cent of all 
outstanding loans now are in corporation and government bonds and 
real estate, rural and urban, aggregating perhaps ninety to one hun- 
dred billion dollars.” On these the current rates for new loans and 
renewals are the most stable, following on the whole, most closely the 
general trend of long-time contractual (or nominal) and adjusted 
(commodity) interest rates. At the other extreme is the much 
smaller, quite elastic volume of fluid funds, consisting of call loans, 
commercial paper, bankers’ acceptances and Federal Reserve redis- 
counts, on the average perhaps five billion dollars (say 4 per cent of all 


“Part II, Sec. 8. 

*See Mr. Carl Snyder’s discussion and formulation in American Economic Review, 
December, 1925, pp. 684-699, esp. p. 690. 

“Approximately Snyder’s estimates, op. cit. 
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possibly commensurate with, if they do not exceed, the larger fluctua 
tions of the rates on call loans. Is not the explanation to be found 
in the fact that in the periods of financial cata trophe, a considerable 
number of even the best bonds become, so to speak, the last line ot 
reserves to be thrown into the battle by speculators and bankers, thi 
one asset convertible into ready funds? Therefore bonds are brought 
out of strong boxes by wealthy market operators and by financial insti 
tutions. The “supply” of funds available for their purchase is so small 
that the “marginal price” registered by sales is very low. But the 
ictual sales represent a very small proportion of the outstanding 
amounts. These securities are mostly he ld by more pitssive Inve stors 
whose valuation is much higher than that of the market, who would not 
think of selling at the momentary prices but who yet have little or no 
new funds by which to add to their holdings. 

] 


7. Different kinds of inflation as affecting prices and interest rates. 


In the foregoing comparison between long and short time changes in 
price levels, we may have a clue to the unraveling of an old puzzle (at 
least a trial may be worth while); that is, the contradictory effects 
upon interest rates that seem to follow changes in prices at different 
times. ‘To survey the problem briefly: before Hume it seems to hav 
been generally thought that if money increased (and prices rose) th 
interest rate would fall and stay there. Hume declared (he seems to 
have been considering only the effects after the adjustment to a new 
level was complete) that prices and interest rates were independent, and 
the rate the same after the price level had changed that it was before. 
Then the theory of appreciation and interest, though not contradic 
tory to Hume’s view of the problem he was examining, showed that 
just during the period of gradual general price change in one direction, 
interest rates are affected, but precisely opposite to the popular notion. 
Interest rates then fall while money and prices decrease and rise while 
they increase. Not only has the old notion persisted popularly, but 
it has from time to time appeared in the more professional economic 
circle. Certain facts as to foreign trade movements, rates of foreign 
exchanges, bank reserves, note issues, increase of bank credits, com 
mercial prices and case of commercial credit, refuse stubbornly to chin 
with the simple sweeping proposition that rising prices always cause (01 
at least accompany) rising interest and discount rates. At times 
the outstanding and anomalous fact is a rapid expansion of trade and 
rise of prices continuing for months (in rare cases even for years) with 
little or no increase, possibly some reduction, in discount and interest 
rates in commercial circles. 

We are tempted to find the explanation in the contrast between long 
and short time price changes, and in the lag of the interest rate, as the 
effect, behind rising prices as the cause. There may be some truth 
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here, but the larger part promises to be found in the contrast between 
the two main sort nflation in respect to their origin or cause, 
the one resulting fre ncrease in standard money, the other from 
an increase of | Ordinarily the standard money is gold 
or silver which, { x changes in physical conditions of mining 
output, comes into tion and is paid out by mine owners and 
workers gradually to | oods without having been at any time in the 
hands particularly of a lending class. Likewise (whether or not we 
designate it as standard money), the irredeemable, political paper 
money issued from thi nting press by needy governments, comes into 
circulation day by « tly as means of payment of current ex- 
penses, not assu! omentarily the form of a loan fund. Th 
first and immedia fect of money coming into circulation directly 
thus as means of pa it to raise prices of commodities, whatever 
effects, if any, 1 have indirectly on interest rates (notably 
the compe nsatory t nt of contractual rates, already discussed ), 
Quite otherwise t in the case of price inflation by means of bank 
credit; it matters no liately whether the particular form which 
the new purchasing ver takes is deposit and discount or bank note 
issues (credit cur. \ny surplus percentage of reserves above 
legal requirement banks potential lending power, (ec. g., 80 per 
cent in a central | hen the minimum legal requirement is 35 per 
cent, or 25 per cent ber banks when the minimum legal require- 
ment has just been red | to 13 per cent). Viewed as private enter- 
prises merely, the | ve at such times not only the power, but the 
profit motive, to ex their loans, to convert this useless, ornamental 
surplus reserve into carning assets as fast and as far as possible. If 
the central bank management has misgivings about letting this occur, 
these may be overridden by Federal fiscal influences because of a pre- 
determined policy to float governmental loans at low rates of interest. 
8. Abnormal ba: in expansion and commercial discount rates. 
—Now what happens to prices and interest rates under these con- 
ditions? Note that s are to be affected, it is to be through 
putting into the hands of business men the purchasing power repre- 
sented by this huge ( ! fund, and it cannot be until that 
is done. Let it be | that, dollar for dollar, purchasing power 
of that kind will at t for a while have the same effects as an in- 
crease of standard lating money in raising prices in commercial 
circles (immediat ind directly, no matter how the later adjustments 
may differ).” The latent inflating medium-of-exchange has no effect 
on prices until it becomes actual. It is first a huge loan fund con- 
“As shown by the stat | studies of Holbrook Working, Review of Economic 


Statistics, July, 1926, p. 120, B 


nk Deposits as a Forecaster of the General 
Wholesale Price Level; ea r article in Quar. Jour. Econ., Feb., 1923. 
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Interest Theory and Price Movements 
centrated in the hands of bankers and only after being loaned to bank 
customers does it increase the ratio of dollar purchasing power to 
goods for sale. ‘The moment that it begins to be loaned, it tends to 
shift the balance of buyers and sellers of loan funds in the market 
for commercial credit, in favor of the borrowers, and to lower discount 


rats, or keep them low despite larg borrowing. If the shif 


Is 
sudden, if the potential amount of this loan fund is large, and if the 
movement, therefore, can be long continued (as between 1915-1920), it 
is easily understandable how bank (and other related commercial) dis- 
count rates would behave abnormally, and remain low while prices wert 
steadily, and at last rapidly, advancing. Customers are tempted and, 
so to speak, bribed by the low discount rates, to borrow this new pur- 
chasing power, then as commodity prices rise, customers borrow more, 
and thus the vicious circle of loans raising prices which in turn in- 
erease loans continues so long as the discount rates remain level, or 
rise little. Only the approaching exhaustion of the surplus reserve 
percentages calls a halt. 


Meanwhile, of course, there would have been the constant tendency 
not only for the discount rate, but for the whole price system in this 
banking and commercial world to get out of accord with the underly- 
ing forces of time-valuation, and with the previous (and in a sense more 
“normal”) scheme of capital-valuations and prices. Commercial loans 
pretty closely connected with banking are barely one-fourth of all loans, 
and for the other three-fourths (now around one hundred. billion 
dollars) little of these banking funds would be available. Further, the 
capitalization of several hundred billion dollars of existing wealth would 
be only very imperfectly adjusted to this artificial and temporary 
cheapness of banking credit. The whole situation is such as to de- 
ceive the judgment and demoralize the business policies in every line 
of enterprise. Political pressure may prolong this movement even 
after the banks, if left to their own judgment and self-interest, would 
have curtailed credit and raised discount rates. It is probably the 
most outstanding case in which contractual interest and discount rates 
on commercial loans appear to find their cause and explanation for 
considerable periods outside of fundamental time-valuation factors, 
and out of accord with them, though in the end those factors govern. 
This situation has served to mislead some economists into the develop- 
ment of a general theory of interest based on bank credit. 

9. Bank loan elasticity and the needs of business.—The foregoing 
presents the extreme case of the expansion and contraction of bank 
loans in relation to prices but in principle quite small changes in the 
loan policies of banks affecting the volume of commercial loans, dis- 
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not when prices were rising. If this index were followed, that por- 
tion of the fluctuations of prices and of the business cycle due to the 
vicious circle of bank inflation to meet the so-called “needs of business,” 
would be minimized instead of caused or accentuated. 

No doubt there must be a limit to the possible operation of such 
measures at either end of any legally enacted scale of reserve-per- 
centage rates, and in any long-time movement of prices either up or 
down. It would seem that in principle the influence of such a policy of 
bank credit control upon price changes must be confined in the main 
within the short-time fluctuations of the business cycle, and must 
eventually in any country whose standard money is a precious metal, 
vield place to the major influences determining the world production 
and supply of the standard metal which influence the long-time swings. 

We are not concerned here with the difficulties in the way of prac- 
tical application of such a plan because of habits of thought, old 
usages, and administrative details; we are only indicating the nature 
of the problem and the possible contrasting policies. The whole sub- 
ject has been viewed in the past in the light of the acquisitive, private- 
profit conception applied to banking, which, at least in part, defeats 
its own ends, as well as the ends of general welfare. 

10. The Bank of England rediscount policy and the price level. 
The nearest approach to a policy of deliberately manipulating bank 
loans in relation to national, rather than to individual, “needs” is the 
practice, originating with the Bank of England, of varying its redis- 
count rates. An adequate treatment of this highly technical subject 
would transcend our theme and our powers, but some aspects we may 
venture to glimpse. The purpose of raising the rediscount rate is 
quite definitely to protect the country’s central reservoir of gold when 
a turn of foreign exchange rates threatens to deplete it by causing ex- 
portation. However, the purpose only one step removed (indeed 
bound together with main purpose as means to end) is to reduce com- 
mercial borrowing at home, thus reducing commercial purchasing power 
and thus checking the rise of, or deflating, English prices in commer- 
cial circles. ‘Two results follow almost simultaneously: one, English 
commodity prices cease rising, or are slightly reduced relative to 
foreign prices, and thus English exports are stimulated and imports to 
England are discouraged; and two, the higher discount rates tempt 
back English assets held abroad as well as induce foreign bankers 
to extend 6r to increase finance bills and other credits to England. 
Both of these changes reduce, and may remove entirely for the time, 
the adverse foreign exchange rates calling for the net export of gold 
from England. ‘The artificial raising of the rediscount rate really 
effects a lowering of commodity prices in England (both absolutely 
and relatively to those of other countries) and if it does not increase 
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plies that the thesis has an important and useful application to real 
conditions and again confesses that “it is only an abstract statement,” 
ind even that it is one of such nature that it can have no meaning or 
se in the financial world as it is. However, it can be shown that in 
cither case the proposition is unsound—even taking it most “hypo 
thetically.” A gross fallacy is contained in the v ry first phrase, “other 
things remaining the same,” for this does not have its legitimate mean 
ing and purpose of limiting to one (a change of the bank rate) the new 
conditions or causal factors assumed to be different from the normal 
re ality. The attentive reader soon discovers that Wicksell is assuming, 
or confessing, in order that the thesis shall hold at all. that before the 


bank rate could have the effect indicated, several other very important 


things must be quite different from what they are. First, all the banks 
of a country must act together, the individual bank, even a strong 


central one, would be powerless; then, this not being enough, all the 
banks of the world must act together, the single nation would be power 


less; then, there must be “no circulation whatever of soins or notes. 
or the attempt to maintain an artificially low discount rate would break 
down by the exhaustion of reserves; and it appears by this time that the 
thesis is meant to be defended only in the case of a complete regime of 
hank credit, with a zero reserve percentage. 

Now in such a banking Utopia where bank credit were the only 


medium of exchange, if credit continued indefinitely to be extended to 


t 


e of int t 


all applicants at an artificially (or arbitrarily) low ra erest 
(not determined by the “normal” or usual forces), then there seems 
nothing to prevent constant bank credit inflation and a constant rise 
of prices, in turn creating a motive for more commercial! leans, ad 
infinitum, just as in the case of Russian and German paper money in- 
flation. Under such conditions the price of a shoe string or of a loaf 
of bread in terms of the nominal monetary unit may burst the math 

matical tables. Either a regime of irredeemable paper mency or a 
complete regime of bank credit without any money or any reserves, 
can be said te make possible a rise of general prices without assignabl 
limits. But Wicksell’s doctrine as a guide to practical banking policy 
is more to be shunned by stable money theorists than poisoned alcohol 
asa beverage. With the gold standard or some other definite standard 
of reserves, Wicksell’s policy would be utterly unworkable, as he con 
cedes quite casually. If he had presented his doctrine in a different 
order, introducing first the wildly unreal condition under which alone 
it could be imagined to operate, probably no one could have been de- 
ceived, not even its inventor, into thinking it could give any guidance 
in actual situations. 

At times Wicksell’s thought seems to be in a confused way that in 
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nected. It must happen also, that changes even in relative prices 
n particular markets (e. g., through a sudden demand for certain kinds 

ripe, direct goods, compared with others) may react on time-valua 
tions of durable wealth, often profoundly. Some indirect durabl 
igents that make up the larger part of the wealth in one branch of 
industry (e. g., agriculture) may suddenly become much more or much 


g., nines or 


ess in demand relative to other indirect durable agents (e. 
railroads or some kinds of machines). Now this, because of friction 
ind imperfect substitution, may for a while throw the time-discount 
rates of different trading groups even more out of accord with each 
other than they were before. The individuals within these groups 
are readjusted (and readjust themselves) marginally to the ned situ 
ition, and even those of greatest frugality and thrift now buy and 
sell goods at the prevailing prices in their group. Whether or not the 
uplicit rate of time-discount will be changed depends alike on transfers 
from outside as well as on the latter strength and prevalence of individ- 
ual frugality and providence within the group. Conversely, changes 
in time-preference originating within smaller groups must slowly 
change their respective marginal (market) rates of capitalization, ete., 
ip or down, and these rates in turn, by substitution of investments, 
would gradually modify the time-valuation levels everywhere else. 

The occasion or cause of change may be of such a general nature 
is to affect in large measure the real and actual time-valuations of 
all individuals and groups within a country, as notably on the outbreak 
of war. Then the immediate need of the equipment and munitions of 
war, not present in adequate quantities, must be met with an almost 
utter disregard of the future and of premium rate, and a large and cost 
ly equipment of indirect agents must be rapidly created which will be 
of little or no use when the war is ended. The effect is to raise quickly 
the whole general level of time-discounts and time-premiums. Coun- 
tries with large saleable or pledgeable assets may for a while retard such 
a rise by selling claims, securities, credits, against others or against 
themselves, to wealthy neutral nations, as Great Britain and France 
sold securities to and borrowed from the United States between 1914 
and 1919. But this at the same time raises the marginal time-dis- 
count rates in the lending countries. Or it may happen (as in the 
period of the Napoleonic wars and in 1917 on our entry into the world 
war) that most of the capitalistic world becomes involved, and the 
fundamental marginal time-valuations are everywhere raised. At such 
times there is an inevitable competitive bidding and rivalry between 
the borrowing needs of the government for war purposes and those of 
private business (both in nonessential industries and in those directly 
and indirectly producing war supplies). Because of the pressure of 
business opinion and its political bearings, the administration always 
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is betrayed into the illogical and self-defeating policy of trying to bor 
row at low rates and at the same time trying (one aspect of a pric 
fixing policy) to | nercial interest rates artificially low }) 
encouraging bat flation. The enforcing of artificially lower ban} 
discount rates to buyers of national bonds by giving them preference, 
as collateral (as in 1 case of Liberty and Victory bonds) combined 
with patriotic pressure and quota bond selling, leads to bond purchases 
largely or purely | ink loans rather than from thrift and saving, and 
to the extensive pledging by business borrowers of whatever equities 
in national bonds they have. 

Here is a pla re, as to the general commercial discount rate. 
the consistent and practical policy would be laissez faire, as a high 
interest rate would be one effective means of cutting off the demand for 
loans by the “no ntial” industries, and thereby would prevent 
diverting labor and materials from the war industries. Higher inter- 
est rates as costs in “essential” industries could be directly and 
frankly compensated by higher prices of those particular products, 
rather than by a course which in vitably raises the prices of all com- 
modities. Another policy always used more or less in connection wit! 
price fixing (both of commodity prices and of loans) is that of ration- 
ing and, by th ind of a governmental agency, apportioning 
credits only to “wa ential” industries. Despite the danger of mis 
taken judgment and the occurrence of abuses, this is potentially both 
more logical and more effective than price fixing in securing the real 
end in view, viz., to use for war purposes, not for private enjoyment, 
the all too inadequate stocks of goods and human labor at hand. Ther 
are deductive grounds, never yet shown to be unsound, for condemning 
as fallacious and self-defeating the ever-repeated attempts of govern- | 
ments to float loans at less than those warranted by the general state 
of the price system. The attempt always involves tinkering with th 
exchange mechanism (either currency or bank credits and notes, usually 
both), with the result of price inflation. This ultimately imposes 
upon the nation as a whole burdens and losses incomparably greater 
than the petty savir n interest charges on the public debt for a few 
years. ‘To depress interest rates on public loans artificially and by 
governmental pressure to manipulate bank discount rates is to treat 
superficial symptoms while ignoring underlying conditions. Just so 
far as present purchasing power in greater amounts and at artificially 
depressed interest tes is, in wartime, put into the hands of those 
who clamor for “! ess usual,” so far is reduced and retarded th 
most needed shift yoods from present private use to capital equip- 
ment and to present goods for war purposes, paid for by public loans. 


Prices become inflated, war costs are increased, and the people really 
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pay usuriously both as taxpayers and as the victims of the inevitable 
financial crisis. 

13. Interest theory and after-war recovery.—Conditions in which 
time-valuations change in an opposite direction from that taken in 
wartime, occur at the close of a great war. These cannot be adequately 
discussed within the limits of this paper; but certainly recent events 
(1918-1926) as well as a broader theory of time-valuation, unite to 
discredit the belief of J. S. Mill, that a country devastated in time of 
war and from which “nearly all the movable wealth existing in it” has 
been carried away, will “by the mere continuance of that ordinary 
amount of exertion which they are accustomed to employ in their 
occupations. ...in a few years” acquire “collectively as great wealth” 
as before.” The root of Mill’s error (in facet and in theory) more 
clearly appears in his affiliated discussion of “government loans 
for war purposes.” The amount borrowed (and spent for goods 
destroyed in war uses) “was abstracted by the lender from a produc- 
tive employment” concedes Mill, and “the capital, therefore, of the 
country, is this year diminished by so much.” But (here begins the 
error) he declares: “The loan cannot” have been taken from that por- 
tion of the capital (concrete goods) of the country which consists of 
tools, machinery, and buildings. It must have been wholly drawn from 
the portion employed in paying laborers....But....there is no 
reason that their labor should produce less in the next year than in 
the year before. 


” This is all wrong; there is no such “cannot have 


no such “must,” and there is abundant “treason” to the con- 
trary. The whole thought is tainted with the labor theory of value. 
For in truth, from the moment that war begins to raise time-discounts, 


been,’ 


and progressively until peace returns, physical depreciation proceeds, 
the normal peace time repairs, replacements, and improvements of 
many durable agents are curtailed, especially those in the non-essential 
industries, normal building operations and additions to industrial 
equipment are suspended, while current production is applied not only 
to procuring the materials to be immediately consumed in the war, but 
even more to building the elaborate equipment of indirect agents which 
are to become nearly worthless the moment the war is ended. This 
would be true even in a victorious uninvaded country. In a conquered 
land, from which “nearly all the movable wealth” had been carried 
away, the case would be far worse. Returning to the arts of peace, 
the population even with herioe self-denial and efforts, may for years 
be unable to obtain again the pre-war stream of commodity income. 
The peasant is lacking in beasts of burden and agricultural equip- 
ment; the artisan is forced to return to simpler tools and machinery ; 


*Book 1, Chapter V, Section VII. 
“Our italics. 
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both are lacking I CO oft raw mate rial: while highways, bridg Ss, 
and other means of insport are in ruins. The mass of the popu- 
lation, even to « a forced to adjust itself to a lower standard 
of living, a condit ikes peculiarly burdensome any effective 
“abstinence” to « oanable funds and additions to the durab|; 
wealth directed toward futur needs. These evils, it need hardly 
be said, are usually tly aggravated by political disorders and 
by the monetar zation resulting from both paper money 
and bank credit lation In this situation no doubt large loan 
funds (to be used y to buy imported industrial equipment) could 
in many cases, if \ y chosen, be “profitably” borrowed from more 
prosperous nations, ‘I'hat is to say, the price system is such in th 
devastated count y¥, that a | sorts of goods with future uses are so 
priced that investo in “profit” (individually) by contracting to 
pay abroad high interest rates to buy, build, and increase the number 
of such long-time, durable bearers of future uses. The greatest difficul- 
ty is that borrowers lack good enough security and the moral factor 
of credit to obtain. n at high interest rates, the loans needed cither 
for public or privat 

14+. Conclusio Che foregoing are but illustrations of the prac- 
tical questions, the answers to which presuppose and imply some general 
theory of interest. They vary widely in scope and nat-ire as do also 
the answers that have been offered. 'l'here is but little evidence in 
the large volume of nt discussion of price movement and the business 
cycle that the implicit question of interest has been explicitly considered 
as an integral part of th price system. Interest theory receives 
attention only incidental to or aside from the price system. An 
interest theory is advanced which does not originally apply to all 
kinds of prices. [| t (so far as attributed to impersonal forces) 
is explained by an biguous technical “productivity” of a restricted 
group of “artificial” agents, the rate so determined being then thought 
to be applied in the capitalization of other agents; or it is explained 
as fixed in the realm of bank loan credit. and then somehow to permeate 
all other loans and prices. These are piecemeal interest theories which 
fail to find a general cause for interest inherent in the relation of all 
kinds of goods to man’s nature and needs. They are what Béhm- 
Bawerk called fructification theories. rightly condemned by him in 
principle,” as an attempt to stretch a partial explanation so as to 
make it appear to be a complete one. Such an attempt is an almost 
infallible sign that the explanation is not only incomplete but unsound. 
Not discovering the generally valid ground of explanation, it has chosen 


an invalid—not even partially valid ground, 
> 


See above, part I, sec, 4 
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It may be too much to attribute to the lack of sound interest theory 
alone all the inharmonious and discordant ideas and policies regard- 
ing interest rates and prices that have lately stalked abroad. Human 
thought has a remarkable capacity to go wrong at many points and 
in many ways. But the thesis of this paper is that a unified time- 
valuation theory makes it clear that time-discounts and premiums enter 
into the formation of all prices both of direct and of indirect goods, 
and are an inseparable part of even the earliest price systems; that 
the price system is logically and chronologically antecedent to all forms 
of contractual interest, which is merely derivative from the capitaliza- 
tion process; that finally this view gives a clear, consistent criterion 
by which to test various notions with respect to price changes and 
policies with respect to the fixing of interest and discount rates by 
government or banks, and it shows the limits of their possible applica- 
tion. Our object will have been attained if theoretical discussion shall 
have been aroused, statistical inquiry stimulated, and in the end, prac 
tical efforts to stabilize prices helped to move along right lines. 


ky 
— 


INTEREST THEORY AND PRICE MOVEMENTS—DISCUSSION 


Irving Fisuer.—' little difference between Professor Fetter and 
myself. I would a to almost everything he has said on the subject 
today. I would add, there were time, a separate point connected with 
pre ductivity, and br t out in my Rate of Interest which I think takes the 
place of what I regard as the erroneous work of Bohm-Bawerk on the 
“technique of produc [his point comes in connection with the options 
or opportunities for arranging the present and future income stream, or 
investments and return. With that exception, I think Professor Fetter 
and I are in entire agreement on the theory of interest. I also think we 
are in substantial agreement in regard to the relation of interest to 
appreciation or the change in the purchasing power of the dollar, or change 


in the price level. 


I would say that, in general, Professor Fetter was right in all his 


affirmations, but wrong in some of his d nials, a statement which I find js 
often true. Many a person is correct in what he sees himself and is 
willing to put forward positively as his doctrine, but does injustice to 
others, when he underta to deny that they also have seen their little circle 
of truth. I think Professor Fetter showed this in one of the discussions 
yesterday. That would be somewhat irre]. vant here. He showed it today, 
I think, in connection with his criticism of Profe sssor Knut Wicksell. I was 
sorry that Professor Fetter did not read from his paper all that he has in it 
concerning Wicksell, becau t seems to me he did him a great injustice. 
But perhaps I am di ’rofessor Fetter an injustice myself; I alws ays 
hesitate to criticise another’s work. If Professor Wicksell meant what he 
said in the passage quoted by Professor Fetter, he meant what I would 
like to express in regard t ame subject. I think he uttered a profound 
truth, not a superficiality, in connection with the relations between the 
rate of interest and the price level 

In order to show it in its purest form, Professor Wicksell took a highly 
hypothetical case. Hi: meeived, if I am not mist: aken, a case where 
banking was cut loose entirely from any reserve, a case which came pretty 
near existing in the continent of Europe when, though reserves were in 
existence, they were not in use; and it is not so very far from the truth 
today in the United States, where the rese rve is larger than is necessary 
for use. But in order to make what Professor Wicksell said absolutely 
true, we need to assur that there is no reserve at all, or no connection 
between bank and resery In such a regime, which we can admit, even 
though we do not admit that it is sound politically, what would hz appen, it 
seems to me, is exactly what Professor Wicksell said would happen. 

Imagine such a situation. and imagine the banks of the community 
lowering the discount rate below that whic th is necessary to be in tune with 
the other rates of interest In the long run, as Professor Fetter has said, 
they must be in tune. But su ippose the banks should arbitrarily reduce the 
rate below what was proper to harmonize with the other rates in the 
market; what would happen? Of course, there would be a stimulus of 


‘See round table on “Economics of Prohibition,” p. 1. 
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N loaning; there would be an increase of loans, increase of deposit currency, 

and inflation of the price level. When that happened, and the price level 
ind had gone up, let’s say, 5 per cent, and then the rate of interest were to go 
ect back into its normal relation to the other rates of interest, would the price 
ith level go down? Professor Wicksell says no. I say no, too. I think it 
the would not. There would be no cause in operation to bring it down. You 


he had reached a new level of prices, and, on that basis, the new business loans 
- would be contracted. The only thing not affected would be old contracts 
-” not yet expired, which, of course, is an important complication. And when 
ter vou have become adjusted to the new level of price, 5 per cent above the 
we ld. and the banks should again lower the discount rate below what 
” Professor Wicksell called the normal, there would be again a stimulus and 
8° | again a rise in prices, let’s say, of another 5 per cent. Then on the new level 
+ business would become adjusted, and again the same thing could be done, ae 
his and so on indefinitely. That was almost exactly what happened in Europe, = 
is except it was not altogether a matter of bank discount. It was a matter of i 
sf paper money inflation as well. On the other hand, if the banks, instead of = 
to lowering the rate of discount, should raise the rate, this would tend towards 5 
cle contraction. 
S| And, what is important, there is no limit under these assumed conditions 
ay, to either inflation or deflation. You could magnify prices a billion-fold, a aie 
ne as in Germany where they were magnified in a similar way. You could 
reduce prices a billion-fold. 
ce. "| ‘If you take a long enough time to get readjusted to each plateau very 
6 little harm would be done, because one price is as good as another in the 
he long run. In other words, the banks do have a big control over prices 
He through this discount and rediscount rate. 
in¢ 


Of course, the matter is complicated. There are many other reactions, 
the r including all the factors mentioned by Professor Fetter, and, in particular, 
a commodity rate of interest as distinct from the money rate. 


aly Suppose that the rate of discount is reduced, and you have a tendency to 
ere inflation, and then the bank brings back the rate to the original; if, in the 
se meantime, as a consequence, prices are rising, this new rate although 
in nominally the same as originally, does not equalize the rates, and the banks, 
ith in order to stop the inflation, would have to raise the discount rate above the 
ed } original nominal normal, just as they had lowered it in the first place. 
ely 


That is what we found in this country when inflation was stimulated after 
ony the Armistice. The rate of discount was up, but because the price 


ren level was going up apace, the rate of discount, although it looked 
it _ large, was really small. When you make a translation into commodity 
, interest you often find that a high rate of interest, even 10 per cent 
ity ff} nominally, is, in terms of commodities, a low rate, sometimes as low as zero, 
24 sometimes even minus. When prices are falling, if you have apparently 
1a, 


a low rate of interest, and translate it into commodity interest, it is likely 
the 7 to turn out a pretty high rate of interest. So we have the association of 
boom times with apparently high rates of interest and high profits instead of 
the opposite, and falling prices associated with depression. 


a4: 
<5 
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But leaving out that complication, we still have that valuable contribution 
which, I think, P r Wicksell made more than anyone else, that. 
except, for the reserve, the price level in a community where the 
deposit currency the price level, would be entirely at the mercy of 
the discount policy bank The reason this does not fully apply in 
ictual life is that lo not have such a situation as in the hypothesis, 
We have, instead, a 1 gold reserve; we have to connect deposit currency 
with other kinds of currency; but when you have, as you do today, a gold 
reserve far above t ratio, you can, to a large extent, ignore it, and 
until you come near this limit the banks will have the price level in the 


hollow of their hands 


Westey C. have long thought Professor Fetter’s time 
preference theory nterest one of the most elegant constructions of its 
type in the whole st of economics. It merits searching criticism of 
the sort we are a 1 to lavish upon our classies—criticism which 
aims to develop the fu rnificance of the ideas involved as well as to 
reveal their limitation [his afternoon’s discussion of Professor Fetter’s 
latest exposition is but one stage in the process of critical evaluation whicl 
has been going on for two decades, and which will doubtles continue for 
years to come. 

The problem of interest is really a group of interrelated problems 
A theory may seek t ( the fundamental reason for the existence of 
interest as an eco! phenomenon It may seek to show that interest is 
a factor in econor planning u - certain conditions, and not under others. 
It may seek to show what regulates interest at large, or what gives rise 
to different rates of terest on loans of various types. It may seek to 
show how chan n t rate of interest are related to other economic 
variables, such as tl productivity of human effort, business activity, 
price levels, other s n the distribution of income, or savings. It may 
seek to show how the practice of lending and borrowing at interest has 
developed as one strand in the fabric of economic institutions. Or a theory 
may deal with all these points and others besides. 

Though far from mplete, this list of interest problems suggests how 
wide is the field to | Itivated. We can hardly expect any one writer 
to treat all the probler even all the problems which we take to be 
important. Still | 1 writer cover the field in an eighty-page paper 


Certainly the critic’s task is not one that can be performed adequately in 
ten minutes. 

Professor Fetter’s theory is many sided, particularly in its latest form. 
That is one of its great merits. The chief aim, I take it, is to show the 
fundamental reason for the existence of interest. That reason Fetter finds it 
the time-preferences of men regarding the possession of goods—preferences 
which in any considerable group seem always to run prevailingly in favor 
of present over future goods. But the theory also touches upon the his- 
torical process by which differences in the time-preference among the 


‘This subject was further discussed by Professor John R. Commons at the meeting 
of the Stable Money Association, at which he took the ground that something of this 
sort is in the power of our Federal Reserve System to do and is actually being done 
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members of a group lead to the lending and borrowing of money, when a 
certain stage in the development of economic institutions has been reached. 
| am glad that Professor Fetter feels but slight misgivings at thus joining 
forces with the institutional theorists. Further, Professor Fetter has 
sketched the way in which organized money markets evolve a series of 
quasi-independent interest rates upon different types of loans. Finally, 
he has dealt with the interrelations among fluctuations in interest rates, 
monetary conditions, banking policies, and price levels. His acute dis 
cussions of these pecuniary phenomena will interest a number of investigators 
whom Professor Fetter has not hitherto regarded as spiritual brethren— 
those whom he has designated “‘price economists.” Speaking as one who 
thinks that careful analysis of pecuniary institutions is essential to 
the understanding of economic behavior, I welcome Professor Fetter’s acces- 
sion to our ranks. In treating of such matters, of course he is not deserting 
‘welfare economics.” If he continues working side by side with “price 

onomists” for a while, I hope he will come to realize that they, too, may 
be interested in welfare, perhaps not less warmly than himself. 

Faced by the impossibility of doing justice to a paper which delves so 
deeply into the implications of man’s valuations, which covers so much 
cultural history, and analyses so many current processes, I am tempted to 
confine myself to voicing the admiration we all feel for Professor Fetter’s 
erudition, subtlety, and common sense. But my duty is to set that easy 
and pleasant course aside in favor of a more hazardous task—giving what 
help I can toward the further work Professor Fetter will undertake in 
future years. Spurred by this good intention, I venture to suggest three 
points at which the theory in its present form seems to present problems 
rather than solutions. 

Is it not possible to probe deeper than Professor Fetter has so far chosen 
to do into the fundamental problem of man’s time-preferences? On this 
head he has given us a collection of rather obvious remarks concerning the 
differences between savages and civilized men, concerning the wide variety 
of time-preferences found among the citizens of a modern state, and the 
like. Does the champion of “the American psychological school’ feel 
content to leave his basic idea in this rudimentary state? Is there no 
more to be said? Let me recall a promising lead passed over in the 
present paper: a study of the relations between time-preferences and 
improvements in the arts of production. Of course, this is the point 
at which Professor Fetter’s theory of interest touches the productivity 
theories. Fetter adroitly disembowels the latter theories by pointing ont 
that a good which enables us to produce other goods would have a present 
value equal to the full value imputed to all the net services expected during 
its working career, were it not for the prevailing discount upon future 
goods. Quite so. But in an earlier essay, he has recognized that “Tech- 
nical productivity is one of the facts....which go to make up the 
whole economic situation in which time-preference is exercised.” Further, 
he has argued that the influence of improvements in technical methods is 
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than the prices of rt d goods. Did that happen? Again I do not 
know the answer to 1 question. But it seems to me a question which 
Professor Fetter well try to answer fully. 

A final point Py or Fetter’s treatment of the relations between 
money and pri to me a bit old-fashioned. That is not surpris 
ing. Interest theory has but recently brought him into this field, and | 
he has not yet | time to become thoroughly acquainted with current 
research. So he deals with the preblem of interest rates and price move 
ments on the basis of a conventional scheme derived largely from the 
quantity theory of value of money. That is, he treats price changes 
as Originating in (1) the medium-of-exchange mechanism, or (2) conditions 
of time valuation, o1 special conditions of demand and supply determin 
ing relative prices. Now, so far as I am aware, no competent economist 
denies the formal validity of the quantity theory when stated with due 
circumspection. But neither can there be found any competent economist 


making rapl 1 


tmerican Economic Association 


nce for present goods and hence toward lower. 

f the theory suggest a way of studying changes 
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Professor Fetter classifies rather casually as originating in the mechanism 


of exchange, 


particular goods 
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Valuat 


or in the demand for and supply of 
[hat classification is not adapted to reveal the crucial 


ion, 


problems on which investigators are now working. In dealing with price 
*See Frank A. Fetter, “Interest Theories, Old and New,” American Economic 
Review, March, 1914, vol. iv, p. 88. 
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levels we are advancing from the stage of talking about what is “normal” 
to the stage of finding out what is actual; from the stage of using annual 
summaries of payments, prices, and trade to the stage of using monthly 
statistics; from the stage of treating all periods alike to the stage of recog 
nizing that the interrelations among prices, trade, and the quantity 
of money (however defined) shift from phase to phase of business cycles. 
That is a long story, which I have no license to tell here. But it is a story 
with which Professor Fetter will become familiar, if he continues to 
cultivate price problems. When he brings his theory of price levels 
up to date he may wish to recast the later sections of his paper. I think 
that these sections contain suggestions of great interest, but they will 
gain fresh meaning if their author will rewrite them in conjunction with 
a more penetrating analysis of the business processes by which changes in 
price levels come about. 

The three suggestions I have made are not objections to Professor Fetter’s 
theory. Let me repeat in closing what I said in beginning: the analysis 
of time-preferences seems to me one of the most interesting contributions 
of our day to economics. It is a tribute to the significance of the notion 
that every investigator who considers it with care wishes to see it tested 
and applied in new ways. 


Metcnuior Pary1.—With many other issues, Professor Fetter raises in 
a very suggestive way the issue of the interrelation of: first, credit rate 
as ruled by the factors of the money market, and, second, the rate of interest 
involved in the general time valuation process which is connected with 
the long-term fluctuations of the price level. 

In the main he assumes that the short-term rate has no influence on the 
price level except in the short run, i. e., for the period of one business cycle.’ 
This involves the assumption that the elasticities of demand and supply of 
short-term credits are such as to cause the rate to return in the long run to its 
starting level, if in the meanwhile no changes took place in the time 
valuation, which is supposed to be the long-term factor. 

These arguments have a double importance of offering a logical develop- 
ment of the time valuation theory of interest and of departing from the 
usual interest theories which deal only with these phenomena in abstracto 
and leave the concrete problems to the theory of money or of money market. 

But on the other hand this theory seems to underestimate the bearing of 
short-term interest rate on the price level. 

1. Is it clear that the short-term rate, if it continues or reappears 
often enough, does not become a so-called long-term effect? Professor 
Fetter argues that one direction of the business cycle is or ought to be 
offset by the next, without giving any evidence for it either in the way of 
theoretical reasoning or of inductive verification. 

2. There is a very large body of evidence for the rather opposite view, 
i. e., that the long-term interest rate in the main depends on the short- 

‘For a somewhat similar statement cf. F. Nitti in “Revue d’Econimie Politique” 
XII (1898) p. 871. 
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term rate, or, that the fluctuations of the first follow rather than 
pre ede tl I 

In spite of vf i interest rates, the capital value of long term 

credits fluctua t liscount rate itself, as was pointed out, fo; 
example, t Lavington (‘‘Economica,” 1924), by comparing 
the fluctuation n private discount with the price of consols 
In so far as ] redit ive taken the form of standardized and, 
therefore, mar rities, their prices change practically in the say 
way as short-t nd depend on the latter. For the well known 
organization of t real estate capital market before the war, thi 
is indicated by I tatist i ny tigations of Dr. Albert (“Geschich] hj 
Entwicklung d Deutschland, 1895-1908.” Leipzig, 1910). 
who showed that t rate for first-class mortgage-securities lagged behind 
corresponding n 1 discount rate. The dependence of the long-ter t 
on the short-term credit 1 is even more striking in the very instructive | 
case of the German capital market deve lopments during this year (1926). | 

Since last winter’s d on, the short-term credit rate of the Berlin and 
Frankfort stock ex fluctuated between the comparatively low rates of 
2 to 5 per cent, wh t of the industrialists had to pay 9 to 12 per cent 
for their long-term ¥ ng capital. Recently the long-term rate has been 
declining, being now rer to 7 to 9 per cent while the short-term rate } 
is still at the same level, i. « , between 2 to 5 per cent. 

This experien t hort to be of a concluding character but it seems 
to indicate that ther a gradual approach of the long-term rate to the short | 
one, which is cont t Profe or | tter’s theory. 


3. Certainly t ecurities, and, generally speaking, the capital 
value of long-ter ts, do not fluctuate with every change in the s 


called short-term rat Moreover, the fluctuations in security prices, ete., 
certainly do not parallel changes in the time valuations of 
creditors and debt the long-term market. But on the other hand it 
is unquestionabl: t change n the time valuations are not measured or 
represented by the | rtion of actual sales of securities to the outstanding 
amounts. This p1 tion has a ten lency to be rather low not so mucl 
because the valuat of some people may not conform to the market prices, 
but because of t] t that after deduction of risk and of other costs th: 
capitalized value: ng-term credits have a uniform trend so that th: 
exch of one kind nvestment against the other is only worth whil 
beyond certain Furthermore the well-known inelasticity of credit 
supply enters—but it not be discussed here to any length. 

t. In the prob] { interrelation between the price level and _ short 
term credit rates tl re involved some fallacies. It is, for instance. 
quite leading t bout “short-term rate” without any qualification. 
Undoubtedly ¢ call money” has but very little to do with th: 
rate of capitalizat being, in Wall Street. at least, a price which 
mainly detern 1 | lative force On the leading European mone’ 
markets the discount rate of the Central Banks may under normal conditions 
be looked on as th x of th ial short-term credit rate without regard 
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to the day to day fluctuations. This is certainly not true at present in the 
) or German capital market but it is possibly true already of the 
neesent conditions in the London market. Now a comparison between the 

wnges in the average security prices and the average discount rate would 
rtainly show closer interrelation of both than a similar comparison, for 


tance, of the first with the call money rates. 


Finally, there is a dangerous fallacy involved in Wicksell’s theory of 

ney market which is a more or less rigid interpretation of certain post- 
Ricardian doctrines (English Currency School) and which is rightly 
criticized by Professor Fetter. The main error of Wicksell besides his 

row arithmetical interpretation of the quantity theory lies in the con 
founding of the influence of the short-term rate with the artificial interest 
rate of a Central Bank. Whether or not a modern note bank is able to 
reculate in the long run the discount rate in an efficient way is a question 
wholly different from the underlying problem of this discussion. It is 
the “natural” rate and not any manipulated or artificial discount rate 
which has the deciding influence on the price level. Of course, the question 
still remains how far this rate of the short-term open market may itself be 
nfluenced by the policy of credit institutions. 


Watvo F. Mrrenetyi.—In his discussion of interest in relation to prices 
Professor Fetter has considered prices from two viewpoints. First, from 
the standpoint of the long-time trend, covering twenty years or more. 
Second, from the standpoint of the cyclical trend of prices, assuming that 
a eyele lasts about eight or ten years. He assumes that the set of forces 
determining the long-time trend of prices is different from the set of forces 
determining the cyclical trend of prices. He states that the main deter- 
minant in the long-term trend is the volume of standard money in circulation, 
while the main determinant in the cyclical trend is the volume of bank 
credit. He assumes a positive correlation between interest and prices 
not only in the long-time trend but in the cyclical trend also. 

In my discussion I wish first to consider the cyclical relation of interest 
to prices and second, the relation between interest and prices in the long- 
time trend. I shall assume that we may use the published indices of interest 
rates as measuring interest trends, and published indices of prices as measur 
ing price trend. 

The cyclical trends of the price level and interest rates are rather closely 
positively correlated, the rates of interest following the general price trend 
about six months, however. A cycle lasts about three or four years on the 
average, rather than eight or ten, as is often believed, but cycles range in 
duration from one to nine years, the most common length being about three 
years.” Both the price level and the trend of interest rates indicate the 
eyele. In the typical cycle of about three years, about three-fifths of the 
eyele is used up in revival and prosperity while about two-fifths is used up 
in recession and depression. Since interest rates lag behind the price trends 
about six months, interest rates are rising, on the average, about seventeen 
months before the average of prices start down. 


‘Thorp and Mitchell, Business Annals. 
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Interest rat n the cycle are closely related to bank reserves, and bank 
reserves are cl related to the general price level and the degree of 
inflation. 

The price level ts the demand for funds, in the cycle, for it takes 
more funds to t isiness on a higher price level. However, th, 
general price ti 1 alor ioes not explain the cyclical trend of interest 
rates, for interest 1 1g about six months after the general price trend, 
The relation betv nd interest rates is to be explained by the cost 
aspects of price variations as much as by the quantitative fluctuations of the 
general price | Cher ire forces affecting interest rates in the evel 
that do not flow directly from the fluctuations in the general price level 
While the price level affects the demand for funds, the dispersion of prices 
affects the sup) inds by affecting the cost of providing funds, and 
the rate of interest one of the factors in cost and net profit, affects 
the price policy of f ind thus the divergence of prices. Fluctuations 
in interest rate re t , on the cost side of providing funds, intimately, 
mutually, and r illy related to divergence of prices. 

The main varial n the fluctuation of interest rates is the risk or hazard 
in the loan. Interest rates vary from region to region and country to 
country. Interest rates within any region vary from time to time depending 
on political secur tage of development, and the peculiar risks of that 
region. Interest rates paid by one group of industries differ from th 
rates paid by ot! r of industries. Not all firms of the same grou 
in the same market the same time pay the same rate. Call rates fluc 
tuate more than the rat n mortgage bonds. 

The hazards ir nt to interest rates in the cycle flow largely from 
unequal changes in various types of prices, of which interest may be 
regarded as one of the prices. In attacking the problem of the cyclical re 
lation between i rates and prices, it is well to direct attention to the 
diverging price trend f the various classes of goods, as well as to the trend 
of general prices his will aid in looking at interest from the supply side; 
that is, tl ( ling funds. One of these costs is the hazard in 
volved in providing fund \ttention should be directed to prices as costs 
of production or ¢ ion, as well as to prices of goods as income, for the 
trends of net profits of business firms and group of firms are closely related 
to the trends of t of the goods and services entering into production. 
Interest rate is or the prices of services entering into cost. 

Business pol letermined with the trend of net profit and anticipa- 
tion of profit in mind. Interest cost, for many types of industries, com 
prises a very large part of the total net income; that is, it is large in pro 
portion to net } t. ‘The importance of this overhead cost, when it is 
large in relation t t ome, cannot be overemphasized, for a number of 
reasons. First, considering its relative importance in comparison to net 
profit, it will be { | to be large, one of the factors affecting its amount 
being the fluctuating rate of interest. Second, the cyclical rise in the rate 
of interest comes at a t when firms are expanding, and such expansion 
usually exceeds the trend of normal needs, so that interest must not only 


be paid on larger sums, but also at a higher rate. Due to inability to fore- 
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cast and plan perfectly for market demand, certain financial costs continue 
after demand falls off. Borrowing may be resorted to to prevent greater 
losses, or goods may be liquidated, at lower prices, to provide funds, without 
additional borrowing. 

When the peak of expansion has been reached, and costs, including 
interest, have expanded and encroached on net profit, one of the elements 
forcing such firms to reduce prices is the interest burden, which cannot be 
easily and quickly reduced. The result in such industries is decreased prices, 
and prices fall most precipitously in those industries where interest cost 
is relatively burdensome. Temporarily, funds may be increased by liqui- 
dating goods at lower prices, and such a course seems preferable to holding 
goods at increasing rates of interest. Of course, it is wise banking policy 
to prevent too rapid and precipitous a liquidation of goods. 

As prosperity approaches the maximum and business firms begin to com- 
plete the period of expansion that was planned, margins of safety also 
approach and pass the maximum and decline again. Further borrowing 
may be attended with greater risks—even borrowing to engage in orderly 
marketing or liquidation of stocks of goods is at higher rates of interest. 
Even though selling prices and prices of most cost goods have started to 
decline, the great degree of risk keeps interest rates up, and even rising, 
for several weeks and months after the generality of prices have started to 
decline, for funds are demanded to liquidate contracts or commitments. 

Let us not assume that loanable bank funds must be either low or ap 
proaching exhaustion before interest rates will rise. The rise in interest 
rates in 1923, and again in 1925, for example, came at times when loanable 
bank funds were exceedingly plentiful. Interest rates are raised to conserve 
funds even if they are plentiful, if the hazards warrant such action. Rais- 
ing the interest rates is expected to, and does, modify the financial and 
selling policies of borrowers. If goods could be carried without interest 
cost the selling policies and stock turnovers would be very different from 
what they are. 

Dispersion in price trends show cyclical fluctuations in the degree of dis- 
persion; that is, when the general level of prices is rising there is a greater 
degree of dispersion than when the price level is falling in the cycle. In 
other words, value ratios are disturbed to a greater degree about the peak 
of the cycle than at the depression period. Very probably, periods of in- 
creasing and decreasing dispersion of prices, even with a stable price level, 
would be attended by fluctuations in interest rates. It would seem that such 
dispersions, changing in degree from time to time, would be accompanied by 
corresponding changes in interest rates. As value ratios became disturbed 
to a greater degree, interest rates would rise, and as value ratios were 
disturbed in less degree, interest rates would decline. 

The demand for funds, in many industries, does not immediately decrease 
when the average of prices starts down, nor do the interest rates decline 
immediately. In fact, in many industries, to the extent that price changes 
cause changes in interest rates, it is the decline in the selling prices received 


"Secrist, Statistics and Statistical Methods, p. 335; Jordan, Business Forcasting, 
p. 105. 
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depending upon improvements in production and the extent of use of 
marginal resources, and such fluctuation in the proportion of dispersion 
of prices would be accompanied by fluctuation in interest rates. 

Almost without exception the high point of business failures comes in the 
vear of the high point of interest rates, but occasionally in the following 
year. Conversely, the low point of failures usually comes in the year of 
low interest rates, but sometimes in the following year. The rising hazards 
of business, which are reflected in higher interest rates, are also reflected 
in the fluctuation of business failures. Although failures decline during 
the early rise of interest rates, more strict accounting at the end of the period 
of prosperity reveals the unhealthful conditions or maximum hazards. 

When the hazards incident to lending funds have increased for some time, 
possibly a year or two, the raising of the rate of interest on loans may cause 
changes in business plans and policies. Such a change in bank interest rate 
may well cause sufficient liquidation as to lower many prices appreciably and 
the general level perceptibly. One need not trace the effects of such a 
discount policy to the import and export of specie and the result of this 
on the price level, in order to show that a rising discount rate would result 
in lower prices. The explanation can be found in the relations between 
the higher interest rates and selling and production policies. In order to 
meet overhead costs, which would be temporarily increased as interest rates 
rise, the new policy would be to strive for less purchasing, and more rapid 
turnover of stock, which change in policy would be reflected in lower prices 
of goods purchased, and possibly lower prices of goods sold, in order to 
liquidate stocks and save on investment. A rise in discount rates may thus 
lave a profound effect on the whole interrelated and interdependent price 
system. 

While contemporaneous differences in interest rates, that is, interest rates 
on loans of equal maturity, Professor Fetter says, are due to differences in 
risk, differences in rates on loans of different maturities but of equal risk 
are due to differences in time discount. The assumption is made that 
loans of greater maturity have higher rates than loans of shorter maturity. 
Differences in maturity of paper, he says, result also in less stable rates 
on short maturities than on long maturities, due to the fact that in the case 
of loans of shorter maturities there is more frequent bargaining between 
borrowers and lenders than in the case of long-time loans. 

Adaptation of interest rates to maturity of loans, so that the longer 
maturities would have the higher rates, has definite and obvious limitations. 
If length of maturity were the primary factor in determining interest rates, 
bonds would bear higher rates than commercial paper. If interest rates 
were raised on longer maturities so as to make maturities short, there 
would be no long maturities. Frequently, but not always, one finds the 
longest maturities in those regions or industries where the rates of interest 
are highest. But high interest rates for long maturities are not intended 
to make maturities short; they are high to balance the greater risks, one 
of which is the risk incident to longer maturities. 

But even this element of greater risk incident to longer maturities is a 
minor element of risk in interest. Other elements of risk are far more im- 
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portant in causi n interest rates as between regions than js 
the element of ri » longer maturities. The differences in interest 
rates between two regi of similar maturities, for example, the east north 
central states and 3 ntain states, are greater than the differences 
between interest rat t regions of long maturities on the one hand 
such as the west tral states and the south) and regions of short- 
er maturities on tl hand (such as the middle Atlantic and New Eng- 
land states). If lent to longer maturities were the prime element 
in the differences ir rates, then regions of longer maturities would 
always have similar interest rates, but such is not the case, as was just point- 
ed out. 

While it is true that the great bulk of investments change hands only 
seldom, so that a nge in the rate of interest does not result in actual 
loss or gain to investors holding their securities, the fluctuation in the rate 
of interest is accor nied by inverse fluctuations in the prices of bonds. 
New bonds sell acco to market conditions, and the cost of financing 
with long-time securities fluctuates likewise. Such cost increases during 
prosperity, and th crease in cost of financing modifies the methods of 
financing. The time comes when financing may be brought about through 
liquidation of stocks of goods at lower prices rather than by borrowing. 

Professor Fetter states that loans may be divided into three classes, which 
are largely in unconnected markets. These three classes are: first, long-time 
loans such as bond . very fluid loans such as commercial paper; 
and third, ordinar loans. He states that these three classes 
“to a large extent go their separate ways, and their time fluctuations of 
interest rates, be they large or small, manifest a considerable degree of in- 
dependence.” I cannot find the evidence on which this conclusion is 
based. On the contrary, it seems that the three markets are very closely 
merged. Commercial banks lend funds on all three classes of paper. 
Even the attempt is being made, with some success, to educate the investing 
public in the advant »f the discount market. The agreement in the 
trends of the various kinds of interest rates does not suggest independent 
markets or sources of funds, nor independent forces determining various 
rates. Funds flow so freely from one use to another that, allowing for 
the risks involved, all interest rates follow practically the same trend, and 


this suggests the same or a similar set of forces, acting in different degree 
and in different proportions to determine the various rates of interest. 


These forces in the cycle may be found in the dispersion of prices on the 
cost side, interest being one of the diverging prices, and, on the supply side, 
in the price level. The similarity of the trends of interest rates seems to 
suggest uniform forces acting on all interest rates. 

The assumption is made that, over a long time, as prices fall, interest 


rates fall also. Conve 


over a long time, as prices rise, interest rates 
rise. In attempting to verify this assumption by examining the trends 
§ 


of the various rates of interest in the United States, one is tempted to 
conclude that the assumption is ill founded. In this attempt I have 
*Comptroller’s Report, 1921; U. § Dept. of Agriculture, Bulletin No. 1048, on 
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examined five kinds of interest data, trying to find the correlation in the 
long-time trends of prices and interest rates; namely, interest rates (1) on 


> 


mortgages, (2) on call money, (3) on commercial paper, (4) on bonds, 
ind (5) ratios of bank gross earnings to bank earning assets. Until re- 
cently I believed the correlation to be decidedly positive, as it is in the 
case of cyclical trends. 

The long-time trend of prices from 1876 to 1896 was downward, and 
from 1896 to 1916 was upward. The census figures on interest rates on 
farm mortgages show that in 1890, in the United States as a whole, interest 
rates were 16 per cent higher than in 1920, when prices were much higher 
than in 1890. In the mountain states they were 3514 per cent higher 
in 1890, in Missouri they were 2914 per cent higher, in the north central 
states, where farm mortgages are typical investments, 20 to 35 per cent 
higher in 1890 than in 1920. Even in New Jersey they were 514, per cent 
higher. In only one state was there a rise in rates on mortgages from 
1890 to 1920; namely, Connecticut. In three states (Rhode Island, Dela- 
ware, and Tennessee) there was no change, and in all other states there was 
a decline. In the decade of the eighties, the rate fell in the North, as did 
prices, while in the South the rates rose. It seems evident that forces 
other than general price trend were operating to affect the rates on farm 
mortgages. 

In measuring the yearly averages of interest rates on commercial paper, 
or call loans, or bonds, I believe the medians of the weekly or monthly 
averages are better than the arithmetic averages of such rates. If one takes 
the line of trend (least squares) of the yearly medians of the rates on com- 
mercial paper, 1875 to 1893, the trend was upward instead of downward. 
Likewise, if one divides this period into two equal parts, the arithmetic 
average of the monthly averages in the second half was greater than in the 
first half, showing a trend upward. Even if one extend this period from 
1875 to 1896, using the arithmetic average of the two halves, the trend 
is upward. The line of least squares, 1875 to 1896, was very slightly 
downward. One must conclude from this that there was little if any trend 
downward in the rates on commercial paper, although prices were falling.” 

In the period of rising prices, 1896 to 1926, the rise in the rate on com- 
mercial paper was so slight that it would take 250 years for the rate to 
rise the equivalent of from 4 per cent to 5 per cent; that is, 1 per cent. 
In fact, if one were to disregard the excess of the rate of 1920 above the 
rates of 1919 and 1921, there would be a slight decline in the trend.” 
If one should take the period 1903 to 1916, the rate trended decidedly 
downward, from 514% per cent to 4 per cent.” It seems apparent that 
forces other than price trend were operating in this period of rising 
prices to determine interest rates on commercial paper. 

The rate on call loans had a level trend from 1896 to 1917, there being 

‘Census 1890, Real Estate Mortgages (House Doc., Vol. 50, Part 13, p. 249); 
Census, 1920, Vol. V, p. 493. 

*Vanderblue, Problems in Business Economics, p. 623. 

“Babson, Business Barometers, p. 140, Babson, Desk Sheet. 

“Vanderblue, Problems in Business Economics, p. 31. 
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the one in relation to the capital market and viewing the bank as an inter 
mediary between savers and borrowers, the other in relation to the 
manufacture of exchange medium in the form of notes and checking accounts. 
This attack is convenient and pedagogically useful, but it surely is not 
satisfactory as a final resting point. The exchange medium manufactured 
by banks is almost exclusively loaned as capital, and to the borrower it is 
capital, indistinguishable from that which results from formal, voluntary 
saving, abstinence, or waiting. And as the loans made by commercial banks 
in connection with created deposits form an important fraction of the total 
supply of capital in the world of trade and industry, the payment received 
by the banks for this alleged service of econominizing gold and increasing 
the supply of exchange-medium (and I say advisedly “alleged” service, as a 
further suggestion, without stopping to develop that idea either) the pay 
ment for this alleged service to the community takes the form of interest; 
and the rate of such interest certainly has an intimate connection with the 
rate of interest in other departments of the capital market where the capital 
dealt in is the fruit of deliberate saving. It seems to me that the whole 
problem of the relation of commercial banking to the capital market is erying 
loudly for thorough examination. With these two suggestions, I am glad to 
yield the floor to others who will use the time in discussing the specific 
problem which I am sure is uppermost in the minds of the group. 


Kart G. Karsten.—I feel a considerable timidity in this gathering of 
economists, who can so fearlessly trace, impute, and assign cause-and-effect 
relations, being myself but an humble statistician who is wholly concerned 
with discovering what has actually happened. And so it happens that I 
shall be silent on those economic theories of which is the cause of the 
other, if either. But the actual behavior of the interest rates and price 
levels which has been so much discussed here, is a matter of record and hence 
proper food for statistical analysis, and I think you will be much interested 
in the remarkable facts revealed by a study I have made, which will soon be 
published. 

There has been a very close relation or correspondence between interest 
rates and prices, from month to month. What I am about to tell does not 
in any way conflict with what the previous speaker has said about the 
secular trends. If you plot the curves of the monthly price data and the 
monthly interest rate cumulative you can see a higher degree of correlation 
than I have been able to find in any other business statistics I have been 
working with, a correlation of between .97 and .98, which in passing may 
be described as extremely high. 

I must explain just what interest rates they are which behave in this 
particular way. If you take the average of the call loan rate, commercial 
paper rate, and bond yield rate, you may call that, I think, the average 
interest rate. You may disagree as to actually how that average should be 
composed or weighted but the practical results vary only by a small margin. 
This average of the three you may call the average interest rate. It is 


your base line. Now measure how much commercial paper interest rates 
have deviated out of line, above or below these average interest rates. 
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ROUND TABLE CONFERENCES 


THE PROBLEM OF EFFECTIVE PUBLIC UTILITY 
REGULATION 


Joun Baver, Chairman 


In the conference on the “Problem of Effective Public Utility Regula- 
tion.” as chairman I first outlined the scope of the discussion. The specific 
problem considered was the rate base which is best suited to effective and 
tinancially sound regulation. There are, in general, three bases of val- 
uation upon which rates may be fixed: 


(1) Present value as laid down by the Supreme Court of the United 
States in Smyth vs. Ames and as developed from time to time 
since. 

(2) Reproduction cost of the properties at the time of the rate inquiry. 

(3) Actual investment in the properties. 

The first is the basis that has been employed generally; it has caused 
great confusion and growing dissatisfaction with rate-making as conducted 
by the commissions. The objections to it are: (1) it is not exactly de- 
fined, and (2) it is a variable quantity depending upon changing prices, 
improvements in the arts, and other shifting conditions affecting the in- 
dustries. Consequently at every attempted readjustment in rate-making 
it arouses conflict of interest between the public and the consumers and re- 
sults in drawn-out litigation. ‘This in turn affects the financial stability 
of the companies; it does not provide for prompt rate adjustments upward 
when costs have risen and justify higher rates, nor for reductions when 
costs have declined and lower rates are warranted. To a large extent, 
therefore, it has resulted in deadlock in rate regulation, has been enormously 
costly, and has seriously interfered with the otherwise normal developments 
of the business. 

The task of rate-making has been practically unmanageable in the face 
of the large number of companies, the varying circumstances, and the 
shifting conditions of prices and other factors affecting the cost of service. 
Because of this general situation, I proposed that a definite rate base should 
be adopted which would eliminate all disputes between the public and the 
companies, and at the same time would provide for complete financial 
stability of the industries and the service to the public. To this end, I 
proposed the actual investment in the properties. Under proper accounting 
control the investment would be a definite sum shown by the accounts 
and it would thus furnish the commissions a constantly fixed standard for 
measuring the return to which in any case the company is entitled and 
for determining whether particular rates are excessive or too low, and 
what adjusments are necessary to conserve the rights of the investors as 
well as the consumers. During rising costs, rates could be promptly 
increased so that the return on the bonds and stocks would never be jeopard- 
ized; during falling cost, they could be reduced upon a definite basis with- 
out affecting the return to the investors and without arousing conflict be 
tween the public and the companies. Rate-making could be readily ad- 
ministered. The financial stability of the companies as well as the service 
to the public would be fully safeguarded. 

To adopt such a definite rate base would require positive legislation, which 
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would provide directly for the desired rate-making policy and the necessary 
machinery for rat nt In order to avoid probably successful 
opposition in th irts on the ground of confiscation, I proposed a differ- 
entiation between t tment in the existing properties and subsequent 
investment after a} riat rislation has been enacted. For the existing 
properties | prop 1 nitial valuation which would settle, once for all, 
the amount in su rt for a future rate base. This amount would 
be taken upon the books and would remain unchanged except as additional 
investments are mad 

Such an initial valuation would naturally involve compromise, and in 
many instances would require special adjustments for particular conditions 
affecting a compa! It should, however, be based upon such a general 
rule of valuation w 1 would reach the maximum of satisfactory results 
in all cases and would n tate the minimum of adjustments in special cir 
cumstances. The rul iggested is the original cost of the properties used 
at the time of the valuation, less depreciation. This amount would repre- 
sent the net remaining monetary investment in the properties; it would then 
be divided between it tment made by bondholders and preferred stock- 
holders, and investment made by common stockholders. The first would 
be left unchanged, while the contributions by the common stockholders 
would be increased proportion to present higher prices compared with 
the level when the shares were issued. This adjustment would provide 
for the common stockholders roughly the same purchasing power of the re- 
turn which they received at the time of the original issue, but it would allow 
no greater monetary returns on th bonds and preferred stock investment, 
because in any event such security holders are limited by contract to fixed 
return specified by their hold ngs. 

After such an in il valuation, with any desirable special adjustments, 
only actual additional investments would be added, and the entire amount 
would be maintained tematically through charges to operating expenses 
for maintenance and depreciation. This would place rate-making upon a 
definite basis, at least so far as the reciprocal rights of the companies and 
the consumers in general are concerned. It would still leave to the com- 
missions the prob! of establishing systematic rate structures with proper 
rate differentiation; but it would eliminate all conflict with the companies 
in the effort to work out any desirable rate schedules. 

This proposal as | fly outlined for the conference, was first discussed 
by Professor Harry G. Brown, of the University of Missouri, Brown sharp- 
ly disagreed with t! ntire underlying philosophy of the suggestion. His 
idea is that rate-making for public utilities, which are essentially monopo 
lies, should be so arranged as to assure the public the same level of rates 
as would prevail if t! rvice were rendered under competitive conditions 
Unless this fundamental standard is followed, Brown argues, there would 
be dislocation of econot effort with the result of waste for the public 
at large. In competit industry, if there has been a change in price level, 
the owners base their pt for the product upon the new level of costs, 
including a return upon the higher or lower reproduction cost of the prop- 
erties. The same pr ple, he argues, should be followed in the utilities 

*The plan discussed resented in detail in “Effective Regulation of Public 
Utilities,’ Bauer, 192 Mact in Company Certain aspects have been presented 
in various articles in the « mie and other technical journal 
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if proper regard is to be paid to underlying economic forces.’ If rates are 
based upon reproduction cost the owner of the utilities would be compensat- 
ed upon the same basis as owners in the other industries, and the consumers 
would pay for service on the same level as in competitive business. But 
if the actual investment basis were used, and if a great change in price level 
has taken place, there would be an inevitable dislocation of economic effort ; 
an overstimulated or retarded demand for service; an overdevelopment or 
underdevelopment of the properties; discrimination between industries and 
localities; all of which is waste in the aggregate for the public. 

Brown recognized the prevailing financial structure of the utilities, ap- 
proximately 75 per cent bonds and 25 per cent common stock; that con- 
sequently a rate base shifting with price level would have a highly cumula- 
tive effect upon the changing returns received by the common stockholders, 
and that particularly during sharply falling prices there would be widespread 
insolvency and disorganization of the service. But he argues that this con- 
dition obtains also in competitive business, although in a lesser degree than 
in the public utilities, and that the remedy is not in an artificial regulation of 
the rate base, but in fundamental currency control to prevent great shifts 
in prices. Stabilization in all industry is needed rather than discriminating 
stabilization in one class of business. 

Professor Robert L. Hale, of Columbia University, expressed himself 
in substantial agreement with the proposed plan of a fixed rate base and 
thought that Brown disregards certain fundamental conditions in his 
support of reproduction cost. First, Brown seems to assume a general mo- 
bility of capital; that public utility capital may be readily shifted to other 
industries if the returns, after the investment has been made, are not readily 
adjusted according to changing prices or other conditions affecting com- 
petitive business. But the great bulk of the utility investments is truly 
fixed capital and cannot be shifted whatever changes in return may be ob- 
tained in other business. This is true especially of railroad land to which 
Brown devoted special attention, but applies also to other railroad and 
utility properties. Another point disregarded by Brown is that the actual 
cost or profits due to changing conditions and not to the efforts of the 
owners, are not avoided even in competitive business, but the hazard is 
placed upon individual owners who may be greatly benefited or greatly in- 
jured. In the utilities, however, which are particularly affected by a 
public interest and which are monopolistic in character, all such costs or 
profits are properly spread over the community or public as a whole, and 
not left as a risk for the individual investors. The actual investment 
basis, therefore, in the last analysis is the best method of cost apportionment 
and risk distribution over the public at large. 

Professor Clarence E. McNeill, of the University of Nebraska, further 
considered the question of possible economic dislocation that might follow 
when prices have greatly risen above or fallen below the investment level 
of the rate base. He pointed out particularly that the demand for all 
utility services is peculiarly inelastic, changing but little with substantial 
variation in rates charged for service, and presented statistical analyses from 
the various utilities. His argument was that in view of such inelasticity of 

*Brown’s real basis is the cost of the most economical plant that can be constructed 
at prices prevailing at the time rates are fixed. But for practical purposes, where 


there is not practically unanimous expert agreement that a different type of plant 
is more economical, he considers reproduction cost a satisfactory equivalent. 
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demand, any slight lower or higher rates due to the actual investment 
basis as compared with reproduction cost would have but negligible, 
if any, effect upon the demand for service or upon the investments made in 
the utilities. Because of the definiteness of the investment basis and the 
greater financial and service stability, McNeill favored the actual invest- 
ment as proposed, rather than reproduction cost supported by Brown. 
Professor J. C. Bonbright, of Columbia University, devoted himself es- 
pecially to the financial aspects of the proposal as compared with repro- 
duction cost. He « dered particularly the cost of capital to the public, 
and the safeguards to the investors. His conclusion was that there can be 
no doubt that the actual investment basis, with a systematic machinery for 
prompt rate adjustments, would obtain capital at substantially lower cost 
to the public than would be possible under the reproduction cost; the in- 
vestors would have much greater safeguards and, therefore, would be will- 
ing to furnish the necessary funds at a lower rate of return paid by the 
companies and the public Moreover, he concluded that on the basis of 
Brown’s real proposal—not reproduction cost of the particular properties 
but the present cost the most economical plant that might be constructed— 
financing would be utterly unmanageable; no bankers would be willing to 
underwrite the issuance of securities on such a basis of return allowed to 


the companies. 
The final speaker under the ten-minute rule was Professor Martin G. 
Glaeser, of the University of Wisconsin. He aligned himself in general 


with the actual investment basis as against the reproduction cost, but ex- 
pressed misgivings as to the desirability of fixing a rigid plan of limiting 
returns to the compani He feared the effect upon the efficiency of opera 
tion if no allowance: made in the returns for efficiency. He further point- 
ed out that the public might not be willing to underwrite the proposal and 
illustrated the possible public objection through a special case in Milwaukee, 
where a cost of se1 contract was defeated by popular vote, although 
it was based substantially upon the plan under discussion. 

The informal discussion under the five-minute rule was mostly, but not 
wholly, in agreement with the actual investment basis plan. Some speakers, 
however, expressed fear as to the effect of fixed returns upon the 
efficiency of operation. A suggestion was made by Professor Ruggles, 
of Ohio State University, that a grading might be made in the rate of re- 
turn allowed to the companies according to the standards of efficiency. In 
reply to Brown’s point that falling prices would have the same effect of 
financial disorganization in competitive business as among utilities, it 
was pointed out that there are at least two great differences which would 
justify a difference in policy applied to the two situations. Assume a great 
fall in prices, and take shoes and electric light and power in a particular 
city. Some shoe producers have large bond issues outstanding and would 
suffer financial disorganization through the lower price level and reduced 
money returns. But other concerns have no bonds and would be in a 
position to increase production promptly to meet the changed conditions, 
so that the consumers would not face disorganization of production as a 
whole. But as to electric light and power, there is a monopoly and the 
company has a large bond issue; a receivership would impair the credit of 


the company and would result in disorganization of the service for many 
years. This is a general difference between utilities and competitive bus- 
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iness, and warrants a difference in public policy; particularly since the 
machinery for such regulation is conveniently available for the utilities in 
practically all of the states, if only fairly simple changes are made in the 
rate base and rate-making machinery. 

An important development was pointed out; namely, that the problem of 
the rate base has been shifted from mere consideration of fairness to con 
sumers, Which has been mostly the ground of discussion heretofore, to 
the consideration of administrable methods, the financial and service stabil 
ity of the industries, and the protection of the investors. 

‘In view of the interest expressed in the discussion, a request was extended 
to the chairman to obtain a continuation of the conference at the next meet 
ing of the American Economic Association and to arrange particularly for 
a discussion of the effect of the proposed plan upon the ethic iency of opera 
tion. It was also informally agreed to organize a committee, entirely on 
its own responsibility, to formulate such principles of valuation and proce 
dure in rate-making to which economists and others who have devoted them- 
selves to study of rate regulation might give their approval. A substantial 
agreement on a program, if it could be reached, might help materially in 
bringing about desirable legislation for effective regulation and in obtain 
ing proper consideration by the courts for the fundamental facts and princi 
ples affecting public utility rate-making. 


IMMIGRATION RESTRICTION—ECONOMIC RESULTS AND 
PROSPECTS. 


Epirn Chairman. 


The Chairman in introducing the subject spoke briefly of the scope of 
the discussion and its importance. The subject was not the “economic 
effects” of immigration but the “economic effects of the restriction of 
immigration.”” These effects were international and were being felt in 
such countries as Italy, Poland, Greece, Hungary, and Russia, and in 
other countries as well. What the long-time results of the policy would 
be on industry and agriculture not only in Europe but in other parts of 
the world was an interesting subject for speculation. But we are primarily 
concerned with the effects of the restrictionist policy in the United States. 

Immigration has been largely an economic movement and in the past 
the immigrant has been considered an essential factor in American pros 
perity, not only on the side of production, but on the side of consumption. 

Few economists have questioned the economic advantages of free immigra- 
tion. More than a generation ago, however, General Walker lent the 
weight of his authority as an economist and statistician to the theory that 
unrestricted immigration had not been economically beneficial to the United 
States. He believed that our government had made a fatal mistake in adopt- 
ing a laissez faire immigration policy instead of giving assistance and direc 
tion to the immigrants who arrived in such great numbers; the result had 
been the misdirection of European peasants to mechanical pursuits. The 
government he thought might have diverted them from the city slums to 
the fertile prairies of the West. 

On the whole, however, there had been general agreement as to the 
economic advantages of free immigration in the past, although many had 
believed the social consequences had been undesirable. Professor Emile 
Levasseur in 1884, in two articles published in the “Economiste,” ex- 
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pressed the prevailing view when he said, “It is owing exclusively to its 
enormous alien population that the United States is at the present day in 
a position to take ra th the great European powers.” Levasseur noted 
that the economic 1 ts of immigration went beyond mere numbers. 
The age and sex of t immigrants should be taken into account. They 
were “strong healt] idults who became a direct (and immediate ) addition 
to the producing ind wealth increasing elements of the country.” 

The compara outh of those who sought a new home here explained 
the rapid increase it r population and the rapid process of assimilation, 
They were of tl s best adapted to our needs in respect to labor and 


growth of populat 


We have to note today the actual loss in population and in capital 


brought into the country There has been not only a great decline in 
numbers but a chan in the character of population admitted. On the 
economic side this is of great importance, since we have a larger pro 
portion of non-wage earners, of women and children and old people, than 
before. 

There is also a change in the racial character of immigration. European 
immigration has been restricted, but there have been very large increases 
in immigration from other parts of North America, particularly Canada 
and Mexico. In the decade 1901-1910 Mexican immigration was under 
50,000 (0.6 per cent of the total); in the war decade 1911-1920, 219,000 
(3.8 per cent of the total); in the past six years, 279,000 (9.5 per cent 
of the total). 

The chairman announced that the speakers who were to lead the dis 
cussion would present four different aspects of the subject: Professor 
Jerome (Wisconsin), who had been making some extremely interesting 
investigations in this field under the auspices of the National Bureau of 
Economic Research and the Social Science Research Council, would discuss 
the mechanization of industry in relation to immigration; Mr. McGrady, 
legislative representative of the American Federation of Labor, would 
present the attitude of organized labor toward the restrictionist policy; 


Professor Handman (Texas) would speak of Mexican immigration; and 
Professor Janson (Rockford College), who had recently returned from 
Sweden, would speak of the effects of restriction in Scandinavia. 


Professor Jerome began by estimating the decrease in population as a 
result of the restrictionist legislation. The comparison should not be 
made with previous periods but with what would have happened without 
restriction. He estimated a loss of approximately 2,000,000 laborers 


from Europe, but on the other hand we had had an excess from Canada 
and Mexico. 

Some effects on American industry of shutting off the unskilled labor 
supply which we had before the war had been: 

1. The stimulation of negro migration to northern industrial districts. 

2. The stimulation of Mexican emigration to the United States. 

3. The stimulation of the movement from rural districts to the cities. 

4. An improvement in industrial methods and equipment and efficiency. 

With regard to the fourth point he noted enormous increases in total 
production and in production per man hour and in real wages. He thought 
it also important to ask whether the ratio between the wages of skilled and 
unskilled had been changed since it might be supposed that the effect of 
restriction would be to increase, relatively, the wages of the unskilled. 
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Relatively speaking, the unskilled wage was at the peak at the close of 
the war. It has since gone up and down, but on the whole there is prob 
ably no marked change. 

Passing on to the question of how to explain the higher production, 
Professor Jerome said that in his study of the mechanization of industry, 
after examining several hundred plants, he felt that it could not be said 
with certainty that immigration restriction had been responsible for any 

arked change. 

Mechanical improvements had started during the post-war boom. Some 
plants were overequipped and tried to consolidate and use that equipment, 
i. e., we had the effect of war and not of immigration restriction. Some 
illustrations were also given of increasing specialization of occupation, 
e. g., in cotton there was a tendency to specialize the duties of the weaver, 
who had now only to watch the looms, while one boy was used to replace 
the thread, another to oil, etc. The wage bill of one plant had been cut 
about one-third with no change in mechanical equipment, but a subdivision 
of labor and tuning up of such equipment as was available. 

It was an interesting question whether there had been direct connection 
between restriction of immigration and the machine-building industry. 
In this industry producers had to be certain of a big demand before 
they started in. He spoke of the self-feeding wagon-loader, the snow- 
loader, the narrow trench digger, for pipe lines, conduits, ete., where Italian 
labor had formerly been used. ‘The contractor is more confident he can get 
his job done if he is using a machine than human labor. 

Mr. Edward F. McGrady, of Washington, of the American Federation of 
Labor, spoke emphatically ot the beneficial effects of the restrictionist policy. 
It had been economically beneficial (1) because it had enabled the Ameri- 
can worker in most instances to obtain better and more humane working 
conditions; (2) because it had been a great factor in maintaining in most 
industries wages that have made the American worker the best buyer in 
the world, thereby contributing to the present industrial prosperity; (3) 
because it had prevented a tremendous unemployment problem; (4) be- 
cause it was compelling large employers of labor to eliminate “the brute- 
like work of human beings” by leading to the substitution of machinery 
for the most laborious work; (5) and because it had already saved the 
taxpayers money that was formerly spent to house and care for sick, 
insane, and criminal aliens. In elaborating these points, Mr. McGrady 
maintained that we could produce in this country in seven months all that 
could be consumed in a year. The mining industry, he said, was much 
overdeveloped. The workers in that industry are idle about 50 per cent 
of the time. In the window glass industry union workers had to fight 
with their employers to get a guarantee for seventeen weeks’ work a year. 

The textile industry in recent years had only worked a little better 
than 50 per cent of the time. In the boot and shoe industry there are 
approximately 1,570 factories, and 257 of these running full time could 
produce all the shoes now being produced. The flour-manufacturing in- 
dustry, the steel industry, the clothing industry, can-making, brick-making, 
and saw-milling were also used as illustrations. 

Such facts indicated that, if it were not for the quota act, the country 
would be disastrously affected by “the influx of vast numbers of immigrants, 
flooding the market with labor, when even in these prosperous times many 
industries are running as low as 50 per cent of the time and many more 
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are installing machi i efficiency systems which will gradually release 
many thousan 

If the pr t tion laws were “broken down,” many of th 
then unemployed rican workers, since the immigrants, with 
a much lower sta ng, would work for much lower wages than 
Ame ricans can pla \m rican workers. 

As for lettir t bars for laborers to work upon the farms, the 
American Fed Labor maintains that this is not at all necessary. 
The great dis rs today is not lack of labor but over 
production. W re, bring in more farmers who would only create 
greater overproduct What the farms need is not more unskilled 
alien laborers | hinery and skilled intelligent workers capable 
of running it ry plus intelligence men would be released 
from the farms wl 1 be used in other work. 

As for the q Will we need more immigrants for our industrial 
needs in the fut t nswer was “No.” 

Employers, of the immigration law, were saying, “Because 
of high wages [ ted States we cannot compete with low wage 
European and A stries and we will lose our foreign markets.’ 
Labor’s answe market has been, is now, and always will 
be the best maz \ ! n-made goods.. ...If American industrialists 
will give the w producers....the highest possible wages, 
the producers w t t consumers. We will not only buy more of 
everything, but iy better and more expensive things, and thus 
increased purcha ( vill offset the loss of foreign markets.” 

Mr. McGrady | certain evidences of American prosperity which 
he thought wer restricted immigration, such as an increase in 
life insurance poli rease in the number of telephones and motor 
cars, etc. 

Professor Handi f Texas, spoke of the increase in Mexican immigra 
tion and the resu w them in the Southwest, particularly in Texas. 
There was an in nal seasonal migration with San Antonio as the 
center for distribu upply of Mexican casual labor to various states. 

Although the la er of employees in the cotton mills being built 
in Texas are Mex , still the effect of Mexican immigration on indus 
try in Texas is 1 The chief effect of the Mexican immigrant 
in ‘Texas has been or riculture and not on industry. This was because 
(1) the Mexican | . in so far as he is trained at all, is trained for 
agriculture, not i vy; (2) beeause skilled Mexican labor, in so far as 
it exists, is kept a [t is the peon type of labor that we are chiefls 


recruiting from M 


The effect o 1 on Texas agriculture has been revolutionary, 
and the present lo e of cotton is one of the results. Large landed 
estates (latifund e developed. Attention should also be called 
to the fact that M n labor is more easily managed than negro labor, 
for the latter tend to the towns, and new agricultural areas are now 
being opened up, | e land under cultivation which could not b 
utilized before. 

Professor Janso: ed the present status of Scandinavian emigration 
and said that t navian countries had suffered from post-war 
economic cond : id stimulated a new tide of emigration. These 


countries enjoyed mal wartime prosperity as a source of supplies 
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for the belligerent nations. During the war, emigration from the Scandi 
navian countries practically ceased because of (1) the difficulties of travel; 
2) the opportunities and good wages at home; and (3) the restrictions 
placed upon aliens. In the period 1910 to 1914, which was a period of 
normal immigration, Sweden averaged 17,843 immigrants to the United 
States, Norway, 11,412, and Denmark, 6,694. During the war period, from 
1914 to 1919, immigration from these countries was negligible, but after 
1920 immigration revived. 

As a result of the economic depression and unemployment in the Scan- 
dinavian countries in 1922 and 1923, there was a tremendous increase in 
emigration; and in 1923 there were 29,200 emigrants from Sweden, of 
whom the United States received 17,916. In 1924 the movement continued 
to increase, Sweden sending us 18,310 immigrants. Under the quota law 
of 1921 Sweden was alloted 20,042 immigrants, Norway, 12,202, and 
Denmark, 5,619. The immigration act of 1924 heavily cut the quotas of 
all three countries, Sweden having only 9,561. 

As a result, Canada is advertising extensively in the Scandinavian coun- 
tries, and some immigration is going there; the steamship lines which carry 
Scandinavian immigrants are stopping at Halifax to land passengers 
before proceeding to New York. Between 1881 and 1923, 80 per cent 
of the Swedish emigration was directed to the United States and less 
than one per cent to Canada. Many of the immigrants landing in Canada 
hope soon to enter the United States. They are prejudiced against Canada: 
(1) because of the war debt and heavy taxation; (2) because of the severe 
climate; and (3) because of the lack of industrial opportunity. There 
are also personal ties with the United States. In a survey made by the 
Swedish Government of Swedish emigrants traveling on the Swedish- 
American line from Gothenburg between July 1, 1922, and June 30, 1923, 
about two-thirds were going to relatives and friends in the United States and 
one-fifth had prepaid tickets. 

The depression in the iron and wood industries continues in Sweden in 
1926, and there is great concern over employment in northern Norrland. 
The industries at Trolhattan, Sweden, were active in 1923 and in 1926 
had practically closed down. It is often said that a young person has no 
future in Sweden. Emigration would undoubtedly have continued at a 
heavy rate but for the quota and visa acts. There was a six months’ wait- 
ing list for quota assignments in Sweden during the past summer, and there 
was some feeling manifested toward the United States because of the 
restrictionist legislation. 

In the discussion which followed, Professors Hoover (Mills College), 
Van Reiber (Wittenberg College) and Fleming (Monmouth College) 
brought out what they believed to be fallacies in the labor arguments. 

Professor Fetter, who was in the audience, was asked if he would not 
take part in the discussion. He had been interested, he said, in the pres- 
entation of the labor point of view. The academic economist takes a 
disinterested view of a question which is a subject of controversy and 
opposes equally the fallacies of labor and the fallacies of capital. 

The old argument had been that immigration could not be shut off be- 
cause we should have no one to do the “dirty work.” This was fallacious 
for it assumed a fixed condition in which the “dirty work” would always re- 
main to be done by some one. We found that an increase in wages which 
might be a result of restriction would lead to the adoption of machines. 
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In general the pur} ( ndustry is to serve humanity. It is always to 
the individual interest me one to import cheap labor, but it is not to 
the interest of t! nat na 1 whole A 


FAMILY BUDGETS 


¢ 

The following persons participated at the Round, Table on Famil; 
Budgets: Miss M iret Loomis Stecker, National Industrial Conference 
Board; Mrs. Chase G x Woodhouse, Bureau of Home Economics, United 
States Depart t Aor lture; Messrs. John Fremont Frey, Special 
Representative, St ypers and Electrotypers Union, William Ogburn, 
Columbia University, J. M. Clark, Columbia University, Royal Meeker, 


Carleton Colleg 


The discussion 1 about four topics: (1) the nature and limitations 
of the current methods of collecting family budgets; (2) the strength and 
weakness of basic budgets now in use; (3) the utility of family budgets in 
wage disputes; and (4) the family budget as an index of the cost of labor. 

The Chairmar phasized the relation of family budgets to economic 
theory and pointed to the current and rising interest in the subject as an 
index of consumers Ly The family budget pictures that satisfaction 
of wants which : been said to be the objective of the economic 
process. It is a « nplace of economic textbooks, however, that this 
field of consumption has, on the whole, been neglected. The evident and 
growing interest ehold budgets and accounts suggests a change. 
Analysis of the marketing process has doubtless brought the salesman to 
his present quickened curiosity about consumer’s ways. The consumer on 


onable signs of self-consciousness about the use of 
his income. Since Sir William Petty, economists have requisitioned family 
budgets as instruments with which to inquire about consumers’ ways. In 
other times and today “‘budget’’ inquiries have had a wide range of purpose. 
As displays of consumers’ habits they have been made to serve many ends— 
to estimate how far down in the income levels the tax might be levied; as 
index of the cost of living; of ways of spending; of standards, or ideas, 
about spending. Most often family budgets have been estimates of what— 
given an habitual way of living, especially the way of the mass consumer— 


his side shows unqu 


a certain size income could buy in a given market. More recently, budgets 
have also been used to estimate “adequate relief’ and as talking-points in 


wage disputes. 
Today economists, directors of business enterprise, teachers of thrift, all 


analyze the ways of the consumer. Bankers join home economists in using 
the family budget as a means to encourage thrift and, in particular, savings 
and investment. Insurance companies prove by family budgets the possi- 
bility and the desirability of preparing against the hazards of life or for 
the education of children. These are some among many evidences that the 
producing classes and the economists are turning to the consumer to learn 
his ways both in tl iterests of wealth and of welfare. 

Up to the present, the consumer studied has most often been the mass 
consumer, buying | than he wants. There seems good ground for 
believing that this class of consumer is not the buyer who represents the 
stock desires, the habitual standard of living of any class in the United 


States. It is the rising standard of living of Ricardo’s dream that prob- 
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ably controls the buying ways in this country. The standard of living (that 
is, the stock desires), of even the mass consumer in the United States runs 
in the direction of what it is customary to call middle class consumption. 
His “American standard” is conspicuous among nations for its continuous 
increase in volume and variety. This “American standard of living’’ is 
not that way of living that the mass consumer’s income can ordinarily 
buy for him. What is his real objective? The immediate objective is 
certainly not that of the careless spender. Rather. we might hazard a 
guess that it is a standard which, generally speaking, reaches well upward 
from subsistence levels toward the ways of simple professional people. 
In general, we need studies to show the nature and costs of such a standard, 
to indicate what are the items, the quantities, and the costs of the ways of 
those who aim to have reasonably good food according to the most recent 
dietetic standards; to clothe themselves according to some theory of the 
“decencies” which includes a fairly frequent change of wardrobe, both for 
occasion and for season; to own a house with modern conveniences and to 
be able to enjoy a portion of “new” miscellaneous items—for house 
operation; for savings against hazards; for investments; for education; 
for the display of a certain generosity in gifts, church, charity; and for 
enjoying the opportunities of spare time. Intensive studies at least in this 
country might well concentrate frankly for a time on what custom names 
the middle-class consumer leaving aside those “poverty class” and “working 
class” income groups which live as they can on low and precarious incomes. 

The chairman then introduced the first speaker, Miss Margaret Stecker, 
to discuss methods of collecting family budgets. Miss Stecker said in 
summary that she would talk to the subject of records of incomes 
and expenditures of real families and not about the construction of 
theoretical or so-called standard budgets nor about estimates of future 
income and plans for its expenditure. Miss Stecker considered that the 
two methods most frequently used to assemble these records were: (1) to 
induce a sufficient number of families to keep accounts over a respective 
period of time; or (2) to have the housewife or other members of a family 
make estimates of the income and expenditures of the family during a 
period of time immediately past. A third method less frequently used, 
she went on to say, is to study intensively the household economy of a few 
families selected as typical of a given class. The method must be 
necessarily related to the purposes for which the budgets are collected and 
the resources available for making investigation. The results of account 
keeping are likely to be more accurate if properly arranged for and super- 
vised than are the results of estimates. In general Miss Stecker believed 
that accurate data were hard to secure because so few families are ready to 
lend themselves to such inquiries and even fewer will carry through to the 
end. However, all studies were held to have merit even if the families were 
selected on a basis as general as locality or occupation and with slight 
restriction. Properly analyzed the results still throw some light on many 
social and economic problems about which at present exact information is 
lacking. All such studies are likely to arouse interest in the collection 
of budgets from the higher income and cultural groups. Thus not only 
social settlements, trade unions, and industrial personnel managers may be 
led to sponsor budget collection, but also women’s clubs and similar organi- 
zations and county agents in agricultural communities. Such collections 
should have for their purpose not only instruction in how their own incomes 
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are derived and y they are spent but also they might be a source of 
information 1 umption problems: what kinds and 
quantities of good ices are purchased; where; how often; by whom: 
and how much 1 for them: Che nature of the income that supplies 
these goods and nd its size? By whom is it earned? How 
steadily is it r What adjustments are made when any part of it 
fails. or is aug ted How do any and all of these conditions vary with 
race, occupation, | residence, income, and size of family? If averag, 
conditions among tative cross sections of population can thus be 
obtained, we sha better basis for drawing 1p standards of adequacy, 
a basis now al tot lacking except possibly as regards food con- 
sumption and | 1 

Mrs. Wood! sing Miss Stecker’s paper, emphasized the 
desirability of undert rroup of studies which will show the re- 
lationship between t sults obtained by the extensive method and by 
the intensive m 1 ipplied to the same group of families. 

She reported that 1 study was in progress in the Bureau of Home 
Economics of the United States Department of Agriculture. A group of 
families who have a ly ven report by the survey schedule method are 
now undertaking to keep a detailed record of their family expenditures 
and also of the prod furnished by the farm for family use. When 
the twelve months’ r | of such reports has been obtained the records will 
be compared with t ts of estimates: The expectation is that information 
concerning error in tine budgets will be discovered. Also these studies 
may help determine \ ther or not a large number of estimates will wipe 
out the errors or whether the errors or some of them which come from the 
use of estimates are not the result of bias and thus not diminished by a 
greater number of lul 

Along similar lit other study for the same purpose is being made 
with the profession ind business families. In both these studies the 
records aim to get both tl quantities and the costs of every article pur- 
chased and the q tity and value of all commodities furnished by the 
farm for family | The selection for all these families has been on 
the basis of occupation and locality. There are difficulties in obtaining 
co-operation but a painstaking service in the way of criticism and suggestions 
for improvements it idig gradually breaks down lack of interest. Also 
the forms used ask t t possible of the home maker. The office of the 
Bureau does the cla tion and all detail. The housewife is promised 
a detailed summary ¥ ill items duly classified at the end of the year. 
Mrs. Woodhouse further emphasized what had previously been said about the 
importance of stud t the true American standard of living. This she 
agreed is a standard of expenditure warranted by what is commonly spoken 
of as a middle class incom Mrs. Woodhouse felt that families should 
always be approa | by persons who could win the confidence of the group 
but that the actual taking of estimates is better handled by strangers 
because most fan prefer not to give the details of their expenditures to 
those with whom tl me in frequent contact. This fact was especially 
true of farm famil | professional families. Mrs. Woodhouse emphasized 
the high value of a detailed schedule considering it the best aid in obtaining 
the information desired with ease, speed, and security about accuracy. 
Another point that Mrs. Woodhouse emphasized as needing further ex- 
amination was terminology. The words budget and household accounts 
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sie said are in bad repute. She suggested the use of other phrases 
plans for expenditure, or records of expenditure. Also a better classifi- 
cation of items seemed to be called for. Also she felt much needed to be 
done in working out from data of expenditures something about standards 
of adequacy. Mrs. Woodhouse recommended the specific scale of food 
requirements recently developed by Dr. Edith Hawley—a double scale 
showing both energy requirements and also the protein and mineral requiré 
ments for persons of different sex and ages—and felt it should be possible 
to develop standards for adequacy based upon standards of food for a given 
family. Likewise, she recommended steps to develop scales showing the 
relative consumption of pei.ons of different age and sex for items other than 
food and total maintenance. Finally, she was certain that much needed to 
be done to develop attractive methods of collecting budget data for research 
purposes. The individual home maker could and would be interested if 
record forms were more interesting. 

Mr. William Ogburn led discussion on the strength and limitation of the 
basic budget. Mr. Ogburn stressed chiefly the present lack of criteria for 
estimating adequacy. He urged the desirability of seeking tests for 
standard budgets. His own suggestions turned on three points. First, 
the need for more special studies in the caloric values of foodstuffs con- 
sumed; second, the importance of studying carefully the question of surplus 
and deficit; third, the good that might come from a reinvestigation of the 
relation between infant mortality and income. 

Discussing Dr. Ogburn’s paper, Professor Meeker said that he was 
doubtful about the validity of scientific tests. His own theory of budgets 
was that they were useful as yardsticks in measuring the changes in costs 
of living and as means of adjusting wage disputes. He felt that those 
who like himself indulged in budget making would probably for some time 
wallow in a welter of doubt and faith. Referring to the “Tentative 
Minimum Quantity Budget Necessary to Maintain the Standard Family of 
Five in Health and Decency” whose compilation he directed in 1920, Dr. 
Meeker said that he had progressed in the past seven years enough to be 
certain that quality is as important as quantity in the construction of 
standard budgets. Also that differences in consumption requirements of 
different groups and classes must be more fully recognized. At some 
length he contended that the term “minimum of subsistence’’ was an 
absurdity, pointing out that thousands upon thousands of families in Poland, 
Austria, Italy, Germany, and China were living miles below what would 
be considered the irreducible minimum in this country and yet were sur- 
viving. Discussing the inaccuracies of family budgets, Dr. Meeker con- 
sidered that errors in large part counterbalance each other rather than 
accumulate. It all depends he said upon the particular lies, inaccuracies, 
and errors collected. Inaccuracies are not so often inaccurate as they seem. 
Schedules that show bias and errors beyond the limit of tolerance can be 
rejected. Income is checked against outgo, or surplus and deficit. Esti- 
mated budgets are checked against actual expenditures of the same class 
standard or income group. Dr. Meeker concluded that with all their 
imperfections, family budgets collected by capable agents are sufficiently 
accurate to be used with confidence tempered with common sense and 
caution. Surely it is better, he said, to use these budget estimates than to 
sit twiddling our thumbs and regret that consumption is not an exact 
science. In closing, Dr. Meeker emphasized the great need for a new 
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country-wide cost of living survey. Without disparaging the survey of 
1918-1919 made by t government, he pointed out that it was made under 
war conditions \ t e interested, he said, in stabilizing social and 
industrial conditio1 hould join in asking Congress to appropriate money 
for another su In peace let us prepare for continuing peace.  })r, 
Meeker took occasion at the end of his speech to pass judgment upon the 
family allowan tem or family wages now frequently in use in France. 
He felt that the industrial situation in this country did not warrant urging 
similar practices hex that industry on the whole was able to pay a living 
wage. There no statistical evidence, he said, in this country at least that 
industries are insolvent and so must be maintained by alms contributed 
by the workers Industries have even paid the “saving” wage advocated 
by Seer tary of Labor Davis. This is shown by the enormous savings bank 
deposits and other cumulations of the workers. Dr. Meeker felt that 
the family wage embodied many if not all the evils of public outrelief and 
that the disadvantages of the plan greatly outweighed the advantages. 


Mr. John Fremont Frey was not himself able to be present at the 


meeting. His paper on the utility of family budgets in wage disputes 


contained in sum y the following arguments: 

Mr. Frey pointed to the intimate connection between the cost of living 
factor and the adjustment of wages. He emphasized the close relation 
between the rise of prices during the war and the use of family budgets in 
wage disputes. It was during this period of rising prices, he said, that th 
cost of living budget proved the most potent argument in securing wag 
increases. Perhaps the most interesting part of Mr. Frey’s argument 
was the assertion, carefully supported, that enforced self-denial and self 
abnegation of the war period made itself felt after the war in a demand 
by workers for a higher and better existence than had been known before 
The worker was no longer content to live as poorly as he had before 


Workers who had contributed cheerfully in time of need refused to return 
to their former subordinate class standard and demanded a better share in 
life’s comforts, « es, and modern necessities. Better housing, baths, 


telephones, the automobile, improvements in dress, education and oppor 
tunities for social advancement, all have exerted their influence in shaping 
what we now call a modern American standard of living. Added to this, has 
come the universal liberation of women from traditional stay-at-home 
functions. “In my closing appeal, in two arbitration cases,” said Mr. Frey, 
“T have used the following: 


“What confronts the worker is not only the cost of living, but the high cost 
of better living. Standards of living have changed; the worker is power- 
less to resist it if he would. Children are no longer taken out of school 


and put to work in making both ends meet. I went to work before I was 
twelve years of age. Today in Indiana this is legally impossible. At- 
tendance at school is compulsory up to sixteen years of age. 

“Thus the father must earn sufficient to meet these ever-increasing family 
expenses. Children assist less and less in maintaining the home. ‘hes 


changes certainly cannot be maintained with the average wage scale of 
today. School education has taught us facts about cleanliness, which means 
water, gas and heater expenses, together with the repair and upkeep of th 
hot and cold water system. Education has taught us that teeth and eyes 
must not be neglected, with the result that fillings and bridge work hav 
replaced the old time torture of toothache, and glasses have relieved the 
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eve strain. Education has taught us the need of keeping foods sweet in 
the refrigerator and the ice man takes his per diem. Education has taught 
ys we must make the home attractive to keep the youngsters at home. It 
must be well lighted and this makes a toll to the electric light company. 
Particularly if he has growing children and sufficient manhood to provide 
for them himself and not impose upon his neighbors, phonographs, radios, 
and telephones are modern conveniences every man looks upon as a necessity. 
Education has taught us that jeans and corduroy can have no place in our 
dress if we would please our employer. This also has an effect on our 
children who are continually demanding better clothes, shoes, wraps, ete. 
Education has taught us that we must have our wits about us and the one 
theatrical event of the year has sped up to at least a weekly visit to the 
movies. Also, every home contains a youngster with musical, artistic, and 
other cultural instincts, which must be fostered and developed and there 
is still another subject—one that is the most important of all and so 
frequently overlooked—and this is the personal needs of the mother. The 
right of suffrage has given women a larger view of life, and they are no 
longer content to slave all day washing, scrubbing, and cleaning. Today 
the mothers insist upon proper clothing and money for personal toilet needs 
and they will not be denied. We read of the prevalence of divorces. Most 
of these result from the fact that father’s pay envelope is no longer able to 
make both ends meet. It is idle to teach and preach retrenchment when it 
means giving up things which are actually and really necessities now. 
What man who is a man would take away the washing machine, the suction 
sweeper, the gas range, the comforts of the bath from the mother and his 
children? What man would deprive the mother of his children of modern 
innocent social pleasures? What man who is a man will insist that his 
children shall share in the burden of maintaining his family?” 

Mr. Frey went on at some length to show the effectiveness of budget 
studies in giving application to the living wage principle. He showed how 
usage had led arbitration boards to reject positively and sinally the relief 
standard as appropriate to a worker’s way of living. He pointed to 
weaknesses in certain budgetary studies, in particular the failure to 
estimate sufficiently high the cost of furnishing and especially of replace- 
ments and additions to furniture. He urged continued use of the standard 
family of five and asked that all students of the subject decline to make 
estimates for a smaller sized family. Equally unfortunate he considered 
it to estimate low budgets for childless families or to adjust wages at all 
according to size of families. The only opportunity for securing the capital 
necessary to go into the marriage business, he said, is during the years of 
youth and least responsibility. It must be apparent that these savings, 
culled from the standard wage and the lesser needs, form the capital to be 
later represented in the furnishing of the home. Lack of such capital is, 
he believes, the inciting cause of race suicide for young people today. Like 
all the other speakers he urged special consideration of “better living” 
budgets. 

Professor J. M. Clark presented a paper on family budgets as indices 
of the cost of labor. He said, “I shall speak, not as an expert in the 
technique of budgets, but as an economist examining certain of their 
theoretical relations. As there are various uses to which they may be put, 
so there are probably various concepts of the budget appropriate to these 
different uses. The particular topic I am asked to discuss is the use of 


> 
= 

| 

= 


138 {merican Economic Association 

budgets as an indication of the cost of labor. I shall not undertake to tell 
you precisely how lcets can be used as a measure for this purpose but 
shall rather indicate t character of the questions involved, including th. 
question of just what int by ‘cost of labor,’ and shall not get far 


beyond the question whether budgets can be successfully used for this 
purpose. 


“What is cost [here appear to be two groups of concepts: one being 
that of alternat r the cost of doing some one thing as compared to 
doing somethit nd the other being that of cost in some more abso 
sense. The mean ternative cost clearly depends on the nature of 
the alternative. 1 ood tin the alternative to taking one job is taking 
some other job ind st of laboring at the first consists largely of the 
earnings that could be had by working in the second. This clearly is not 
measured by the cost of living, except perhaps indirectly. In bad times the 
alternative to any possible job is likely to be no job at all, and if wages 
were left to be ¢ rned by this kind of alternative they might go to 
ruinously low levels—agair with no relation to the cost of a satisfactory 
standard of living [he alternative cost of working under these conditions 
is very little. 

“Passing on to more absolute ideas of cost, we may start with the 
suggestive question, what wo ld happen if wage earners kept accounts in 
which they charged their human maintenance as a cost as the industrial 
concern charges the maintenance of its capital? Would not many of them 
show a deficit on this basis? This raises the issue: how much maintenance 
could properly be so cl irged—maintenance at what level? Here I may 
refer to a very respectable authority, Adam Smith, who said in substance: 
‘It is said that the ntenance of a slave is at the expense of his master, 
while that of a f1 iborer is at his own expense. But in fact the main 
tenance of a free laborer is no less at his master’s expense than that of a 
slave, for he must of necessity pay enough to maintain the supply of 
laborers.’ Here a definite standard is suggested, but not one which would 
satisfy modern students of social conditions; since the existing working 
population might maintain and reproduce itself at something far below the 
‘comfort level.’ Indeed, since many of them are now below the level of 
bare physical health and efficiency, it is clear that the population could be 
maintained at its t numbers an defficiency without affording to every 
one even this unsat tory level of subsistence. And yet, is any other 
standard possibl except as a mere pious wish? 

“There is another standard which may be defined in principle, though 
it may be extremely difficult to determine it in terms of specific commodities, 
or in dollars and cent It is the standard of what it pays to spend on 
maintenance either (a) for any one employer, (b) for employers as a 
whole, or (c) for t tire community. Is this an objective standard or 
one for which object riteria can be found? Its business analogue, the 
maintenance of industrial capital, is fairly definite and objective. Also 
it is worth pointing t that here we may fairly assume that the employer 
actually spends, in nor 11 cases, about the amount that it pays him to 
spend; he repairs his equipment when it needs repairs and puts as much 
into it as it is worth | while to do. Actual maintenance tends, under 
normal conditions, to coincide with depreciation. This is not true of the 
maintenance of labor r obvious reasons. 


“The level of meintenance which it pays the single employer to furnish 
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is likely to differ from that which would pay for employers as a whole. 
One employer may furnish a higher level than the general market affords 
ind thereby attracts a superior class of employees; but the gain he gets is 
the result, not of the absolute level of wages he pays, but of the differential 
between his wage and that in the general market. Other employers may 
nay less than the market rate, and get along partly because they can draw 
labor from the fringes of a market where higher standards of maintenance 
prevail. But for employers as a whole no such shiftings are possible. As 
a whole and in the long run, they must maintain the labor they use, and 
there is presumably some level, or rather some system of levels, of main- 
tenance which is economically worth while from the standpoint of their 
interest, though it may be impossible to discover with certainty. 

“When this question is raised the further question follows close upon it: 
can this economical level of maintenance be discussed apart from the 
question of differentials between the rewards of different grades of labor? 
Can wages in their aspect of maintenance, preserving labor's capacity to 
work, be separated from wages in their aspect of incentive, affording 
stimulus to use this capacity in the service of employers and industry? <A 
person of rational mind might conceivably hold that the scheme of wages 
that would pay best for employers as a whole would give the lowest grades 
of labor even less than they now get; because otherwise there would not be 
room for such differentials above the minimum as would eall forth the most 
effective aggregate of effort. My own belief is, however, that the opposite 
is the true view, that a more effective combination of enabling-maintenance 
ind stimulative-incentives could be worked out with a higher minimum and, 
{ necessary, smaller differentials than we now have, if society had a free 
hand to work out such a system. But it is evidently not a simple problem. 
Family budgets alone cannot answer the whole of the question, but they may, 
ind I believe will, help mightily to afford the basis for those intelligent 
guesses by which we are likely to approach the problem, feeling our way 
by the method of trial and error. 

“Assuming a general wage-scheme which, taking good and bad times 
together, affords some level of maintenance, adequate or inadequate, a 
further question arises from our periods of underemployment. At such 
times what is the ‘cost of labor’ when it is a question of putting to work men 
who would otherwise be idle? This has little relation to ordinary sub- 
sistence budgets, for the subsistence must be met somehow, whether the 
laborer works or not. And this is an argument for keeping labor at work 
even if the product is not, for the moment, worth full subsistence wages. 
It is a question of the difference between the cost of work and the cost of 
idleness—to the worker, to the employer, or to the community as a whole. 
Here we have a typical case of the general dilemma of ‘overhead costs.’ 
The work as a whole, but no particular bit of work, need pay its full quota in 
order to be worth doing. And if chances to work are sacrificed by insisting 
stiffly that they must pay their full quota of overhead, there is waste of 
productive powers. 

“How should this dilemma be met? Should the worker be responsible 
for managing his wages so as to sustain himself and set his idle time to work 
if possible? He should then (a) accumulate reserves in good times and 
b) lower his wage demands in dull times ‘till it becomes worth the 
employer’s while to keep him at work. Can he be expected to do this? 
Employers, faced with the same problem and with vastly more facilities 
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for accumulating reserves, do not do so, but rather sustain prices and sub- 
mit to curtailment of tput to protect their overhead and avoid ‘spoiling 
the market.’ (This broad characterization should, of course, be qualified 
by many exception Similarly the actual policy of labor is to protect 
its overhead by sustaining wages through depressions, so far as possible, 
even at the price of unemployment. This policy may not be economic ally 
ideal, but it is easy to understand and to sympathize with, and not easy to 
alter. The worker fights to raise wages in good times, often undergoing 
costly strikes in the } If bad times see the surrender of these galas 


he feels that he must start all over again ual this he is not willing to do. 
If this policy is to be changed for a better one, the employer as well as 


the laborer must do something to change it and to make such a change safe 
and advantageous for labor 

‘The employer himself bears some costs on account of labor which do not 
cease when workers a laid off. ‘Temporary idleness increases the cost 
of labor turnover, and part of the wages he must pay in good times are the 
result of the fact that the worker must have enough to keep alive when 
wages are suspende d So wages are to some extent an overhead cost to the 
employer. Should they be made more so by law or by changes in the form 
of the wage contract which put on the employer a larger share of the main- 
tenance of idle labor, as an overhead cost of industry? It is quite possible 
that something of this sort should be done. However, there is no question 


of making employers bear the burden of maintaining idle labor at a full 
satisfactory long-run standard of living. The worker must still bear a 


large part of this burden himself. Thus family budgets cannot dictate the 
allowance which employers should furnish under such conditions. They 
may, however, throw light on the problem in two ways. F 

“First: If the regular wage affords no margin above necessities, the 
worker cannot accumulate reserves. Thus budgets may help indicate the 
amount of this burden which workers may reasonably be expected to bear. 
Account should, of course, also be taken of other expedients, such as credit 
extended by the local grocer in times of unemployment. Secondly: Some 
study should probably be made of what may be called short-time minima 
of subsistence as distinct from long-run minima. How little can a family 
get on with for a few months without suffering serious consequences in 
health, decency, or efficiency This is an important question which long- 
run standards of living do not answer. This whole question represents 


one of our large unsettled economic problems.’ 
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MOTOR TRANPORTATION IN THE UNITED STATES 
By J. E. Siarer 
Assistant to President, American Brown Boveri Electric Corporation 


There are three significant and timely problems connected with 
motor transportation in the United States today; first, the place 
of the bus and truck in the general transportation system of the coun- 
try; second, regulation of state and interstate common carrier motor 
vehicles; third, motor transportation and taxation. All of these 
are highly controversial subjects which require analysis of much 
detailed and conflicting data before sound conclusions can be reached. 
The analysis that has been made here is confined to the first of these 
problems, the part that motor vehicles are playing and will play in 
the transportation scheme in this country. 

Because it has taken place so quickly, and because it has been 
accepted as a matter of course by the great majority of the population, 
the significance of the change in transportation that has taken place 
during the last ten years has not been fully grasped. Fifteen years 
ago motor transportation was of little consequence. It was primarily 
a luxury, and passenger transportation in motor vehicles was almost 
entirely new transportation. It is probable that today three-fourths 
of the total passenger transportation of the United States is motor 
transportation, 

In the handling of freight, a different situation is found. Probably 
less than 5 per cent of our total freight transportation is handled 
in motor vehicles. Nevertheless within a restricted field, freight trans- 
portation by truck has become as important as passenger transpor- 
tation by automobile and bus. 


Passenger Transportation 


In the field of passenger transportation the private automobile 
plays the controlling part. The registration of passenger cars in 
1925 was 17,512,630, a figure more than double that of 1920, and more 
than seven times that of 1915. Of the total registration of passenger 
cars, about 70,000 were motor busses of various kinds. 

From conservative computations made it is fair to say that passen- 
ger business handled by the private automobile is four times the total 
volume of passenger traffic handled by the steam and electric railways 
combined. This fact shows that the greater part of this enormous 
passenger business is new transportation rather than traffic taken from 
the previously existing systems. It is unlikely that more than 10 
per cent of this great volume of passenger transportation has been 
at the expense of the steam or electric railways. 
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Although the motor bus carries a very small proportion of this 


enormous volume of ] nger business, it presents the most interesting 
problems in connect th motor transportation of passengers. As 
a common carrier it is a direct competitor of the steam and electric 
railways. It is subject to regulation by governmental authority. It 
is becoming a third t portation industry with the steam and electric 
railways. Because it has been generally recognized that the declin 


in the passenger trafl ot t railwavs has been due primarily to th 
| 
private automobil 


importance of the motor bus in passenger 
transportation has been underrated. Figures indicating the volum 
of traffic handled 


‘ier busses have not been available, 


Statistics have not b piled to any extent by public authorities, 
and while there ormous mass of information it is widely 
scattered and to so extent unreliable. 

Through the co-o} tion of the National Automobile Chamber of 
Commerce and the pul ition known as Bus Transportation, figures 
of approximate ac¢ icy and completeness have been compiled during 
the last few years. nerease in the number of motor busses during 
the last five years is shown in the following table. The figures are 


i] 


partly estimated and licate the common carrier busses: 


3. 40,000 


70,000 


Figures for the two years have been compiled in even greater 
detail, indicating t] eage of common carrier bus routes. The 


important totals of the United States as of January 1, 1925, and 1926 
were as follows: 


Jan. 1, 1925 Jan. 1, 1926 
Total number of companies 6,744 6,455 
Number mil 184,503 232,541 


The movement has by no means slowed down. In a recent check 
made by Bus Transportation it was found that the number of busses 
reported by the commissions of eight states had increased 15 per 
cent, while the miles of route in seven other widely scattered states 
had increased 8 per cent. Both figures are for the first eight months 
of 1926. 
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It is impossible to tell with exactness the total volume of passenger 
tratlic handled by motor busses. There are, however, means of estimat- 
ing the approximate range within which the figures fall. Such studies 
point to the probability that the common carrier bus business ex- 
pressed in passenger miles is between four billion and six billion, 
or between 10 per cent and 15 per cent of the total passenger business 
of the steam railroads. 

As previously stated, the rapidity of the growth of passenger busi- 
ness handled by common carrier busses is one of its most interesting 


features. It is natural to inquire into the causes of such a remark- 
able development. Most important of all is the service provided. It is 
axiomatic that development of types of transportation has followed 


service and rates. In recent years, with the greater prosperity of 


all classes, rates have become less and service more important. The 
hus provides a service more similar to that of the private automobile 
than does the railway. The parallel growth of the automobile and the 
bus during the last five years has been of fundamental importance to 
the latter. Outside of the pleasure which the automobile provides it 
has also given to owners a convenience of service never before obtained. 
The bus most closely approximates that service. 

A second reason for the growth in the use of the bus has been the 
decrease in the amount of service provided by steam and electric 
railways. Here again is shown the significance of the development 
of the bus business at the time of the greatest increase in passenger 
automobiles. The railways, both steam and electric, have suffered 
severely from the competition of the private automobile. At the same 
time there has been an increase in the unit costs of railroad operation. 
Competition of the private automobile has manifested itself especially 
in rural communities, causing a rapid and substantial decline in the 
volume of traffic handled by local passenger trains. With the increased 
expense in operating such service and with the decrease in the pas- 
sengers per train, the steam and electric railroads found the local and 
interurban service operating with heavy losses. With the necessity to 
retrench, both types of railways made substantial economies by the 
elimination of much of this unprofitable service. The result has 
been a further decrease in the amount of such traffic handled. The 
busses have found it possible to step into this gap and provide the kind 
of service demanded. The experience of those railways which have 
gone into the bus business indicates that the bus is the only type of 
transportation that is likely to bring back some portion of the business 
lost to the private automobile. The steam railways have tried various 
means, such as the gas-electric cars. While these cars have been suc- 
cessful in reducing operating expenses, they have not brought back 
the business lost. 
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Important as t es of the remarkable growth of the bus busi- 
ness may be, the 1 e of equal significance. The first result un- 
doubtedly has been t production of a great amount of transporta- 
tion previously not . Studies made of bus and steam railroad 
routes in a total of 1 states show that from one-third to one 
half of the bus ro ’ competitive with the railroads. Neverthe- 


less, there can | d it a considerable portion of the bus 
route mileage provid transportation for territories which had no 
transportation o the service available was unsatisfactory, 

The second 1m} sult has been the effect on the steam and 
electric railways. ‘J issenger miles of Class 1 steam railways in 
the United States { 1916 to 1925 were as follows: 


Millions 


L916 84,586 
1917 
1918 
1919 .... 46,358 
1920 


These statistics 


the statistics of population show 


that the steam railroads are handling a volume of traffic between 
25 per cent and 30 per cent less than would have been the case had 
not the roads been subject to automobile competition. Moreover, 
this loss to the steam railroads is primarily in local short-haul trans- 
portation exclusive of commutation traffic. Figures recently submitted 
to the Interstate Commerce Commission by important carriers in six 


western states show that from 1920 to 1925 intrastate passenger 


traffic decreased 45 per cent, the decrease in some states being more 
than 50 per cent. It is in the local short-haul business that the motor 
bus has been particularly successful. After careful study of the 
statistics available, it is the belief of the writer that between 10 and 
15 per cent of the loss of the passenger traffic of steam railroads may 


be charged to the | 


The effect on the electric railways cannot be so clearly measured. 
The passenger business of the electric railways expressed in passengers 
carried during the past few years is shown in the following statistics. 


The figures exclude passengers carried by busses owned by the railways. 
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Millions 


14,507 
14,243 
14,574 
15.531 


The effect of the bus on the traffic of individual companies may be 
shown by the example of street railway traffic in New Jersey. From 
1920 to 1923 the passengers carried by the lines of the Public Service 
Company of New Jersey decreased from 362 millions to 292 millions, 
or about 20 per cent, while passengers carried by competing busses 
increased from 78 millions to 190 millions, or 140 per cent. The 
Public Service Company began to absorb bus companies and to develop 
the bus on its own account. The passengers carried by its busses in- 
creased from 1,952,000 in 1923 to 146 millions in 1925, the latter 
figure representing a third of the total business. 

The effect of the bus on the electric railways is further indicated by 
the rapidity of the development of the bus routes by the electric rail- 
ways themselves. These routes have increased from a total mileage 
of 1,800 at the beginning of 1924 to approximately 15,000 at the 
present time. 

While these developments have shown the effect of the bus competition 
on the steam and electric railways, they have also pointed to the definite 
limitations of the bus. With a few exceptions it has not seriously cut 
into the long-haul business of the steam railroads nor has it affected 
noticeably their commutation business. While there has been no or- 
ganized attempt to substitute busses for street car service completely, 
the substitution in certain emergencies has shown that the busses are 
not as efficient in the handling of peak loads of traffic as are the electric 
railways. So much has been shown by the development of the bus 
these last few years. 

In addition to these positive developments, there are certain signs 
and indications at the present time which are important. The first 
of these is the great increase in the activities of the steam and electric 
railways in the bus field. 

The growth of bus routes operated by the trolley lines is shown in 
the following figures, compiled by the American Electric Railway 
Association: 
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Jan. 1, 192] 
Jan. 1, 192 
Jan. 1, 1924 
Jan. 1, 1925 
Mar. 1, 1926 
Sept. 1, 1926 


The diffusion of t} 
fact that there are bus 
+] States, These st itist 


the trolley compa) 


of the usefulness of the |] 
The electric railways 
Probably the great 


~ 


eliminate threateni; r 


A second reason was 


the traffic is light. 


The electric railways ha 
nection with thei; ulway 
of last year, the d tribut 


case of 174 companies wa 


This very 
Operation js a clear ind 
factor in the transportati; 
have been most 


rapid growth 


ints resting 


been unfavorable. In 


92 companies were $20.58 


depreciation and taxes. bad | 


and depreciation must be 
of the total revenue. 
are even less favorable. QO 


ion of the 


1925 the 


7. Economic Association 


No. ( ompanies No. Busses 


Miles of Route 


16 35 
56 9 355 878 
110 1,100 1,300 
71 2,660 4,285 
297 5.455 12,308 


6,469 14,907 


tivity over the United States is shown in the 


‘ations by electric railways in at least 


cs show the conservative policy adopted by 


‘or several years and the Seneral acceptance 


1s by the end of 1925. 
entered the bus field for 


note Cause 


various reasons. 


was the desire to 


forestall oy 
ting competition of independent bus lines, 
opport 


unity to save expenses, The reports 


for 1925 for £21 electri: railways show an average expense per car 
mile of 33.5 cents. The av, rage cost for similar expenses for bys 
operation for 83 of th, trolley lines was 24.61 cents per bus mile. 
There is then som opportunity of reducing expenses, especially where 


ve made a variety of uses of the bus in con- 


operations. In a check made in the fal] 
Purposes of bus Operations in the 
S as follows: 


Feede; lines 42 
Auxiliary lines 27 
Substitution for abandoned lines 24 
Co-ord nated service 23 
Auxili iry and fe ede 4 service 20 
Other 38 


in. the activity of electric railways in bus 
ition of their acceptance of the 
The results of this operation 
From a financial point of view they have 
operating revenues from busses for 
1,492: the operating expenses, exclusive of 
8,579,507, a net revenue from which taxes 
taken of but $2,000,000, or 10 per cent 
len these figures are analyzed, the results 
f the 92 companies, 60 had operating ratios 
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over 100 and but 15 had ratios less than 90. 
ating revenues of less than 15 cents per mile, while but 8 had operating 


Thirty-two showed oper- 


expenses of less than the same figure. 

In this case, however, the financial results are not the measure of 
the success of the operation. The electric railway companies have 
naturally used the busses where the traffic could be handled best 
by busses. They have kept the street cars on the heavy routes and 
used the busses on the light routes. This has provided an excellent 
form of co-ordinated transportation. In the same way they have in 
some cases run busses and street cars in the same streets, one provid- 
ing express and the other local service. It is obvious, therefore, that 
the financial results alone are not the measure of success or failure 
of the bus in the electric railway service, and this is clearly shown by 
the continued increase in the use of busses by the electric lines. 

The steam railroads have been more tardy in entering this field than 
have the electric railways. Even today there is a substantial pro- 
portion of the railroad executives who do not believe that the steam 
railroads should engage in any highway transportation. They are 
meeting bus competition as they have that of the private automobile, 
by the elimination of local trains to the extent allowed by the public 
service commissions, and by the use of gasoline rail cars. There is a 
steadily growing body of thought that the bus serves a real need and 
that such service can best be handled in the interests of both the 
railroads and the public by the rail carrier. ‘Two New England roads, 
the Boston and Maine and the New Haven, were early in the field in 
the east, while in the west the Great Northern was one of the outstand- 
ing examples of railroads going into the bus business on a large scale. 
The check made by Bus Transportation and the National Automobile 
Chamber of Commerce indicates that as of January 1, 1926, there 
were approximately 31 steam railroad companies operating busses 
over 4,489 miles of highways. 

In New England, the bus subsidiary of the New Haven is operating 
a total of 172 busses over 41 routes, totaling 1,100 route miles. It 
is handling traffic at the rate of about 3,000,000 passengers per vear. 

The Boston and Maine subsidiary is operating 56 busses over 19 
routes, totaling approximately 600 miles. Of these routes, 8 replace 
entirely or in part steam service on branch or main lines, 2 replace 
unprofitable rail service, 2 are strictly feeder routes, 3 are interstate 
routes between large centers, or between large centers and vacation re- 
sorts, 2 replace electric lines not owned by the Boston and Maine 
Railroad, and 2 provide additional service to that furnished on rails. 
This illustrates the character and use of the bus service of the railroads. 
As of the middle of this year, the bus subsidiary of the Great North- 


= 
7 
us 
¥ 
on 
ve 
or 
of 
nt 
DS 


148 rican Eco mic Association 


ern had 149 busses o iting over 8,000 miles of route and handling 
passengers at the rate « bout two and a half million per year. . 

These three are t tstandir @ ¢ xample s of extensive bus operations 
by steam railroads 3 yresent time. Other important installations 
are those of the Balt ind Ohio at New York, the Chicago and 
Alton and the Spokane, rtland and Seattle. 

The reasons im} ng e steam railroads to enter the bus field 
are similar to those that ced the electric railways. The oppor- 
tunity to reduce operating expenses through the substitution of busses 
for steam trains w ost important, however. The average train 
cost for branch lin | local passenger service is between $1.00 and 
$1.25 per mile. From very careful studies made of many bus opera- 
tions and consideration of reports of independent bus lines, as well 
as the reports of b yperations of electric and steam railroads, the 
writer has arrived at opinion that the general average cost per 
bus mile, including ntenance, depreciation, and operating charges 
is about 25 cents. The cost of bus service is from one-fourth to one- 
fifth the cost of stean rvice, 


With the opportunity of reducing expenses for branch line and 


local train service 7 per cent there is a real incentive for steam 
roads to make such a ving. This saving, of course, can only be 
made when the total number passengers of a local or branch line 
train can be acco odated a single bus, but numerous studies have 
shown that in a larg proportion of cases this can be done. Further- 
more, the difference in cost is so great that double the service can be 
provided and 50 pe it of the train expense saved. On this account 
the somewhat doubtful financial results of the bus lines operated by 
steam railroads ar is important as would be the case if these 
lines were operated by an independent bus company. 

The second series of developments is in the field of the independent 
bus operator. 


} 


In the first place, there is a distinct movement toward 
consolidation of small into larger systems. From January, 1925, 
to January, 1926, the total number of companies decreased, while the 
miles of route inc 1 26 per cent. The report of the California 
Commission for the fiscal r 1925 states: “For a number of years 
there has been in evidence, as indicated by the records of the Commis- 
sion, a very general tendency towards consolidation of auto lines, 
particularly passeng: irriers.” This fact is proven by the reduction 
of the number of companies from 830 in 1921 to 682 in 1925, during 
which period the route mileage increased. The files of Bus Trans por- 
tation during the first ten months of 1926 report the absorption of at 
least 80 companies. 

There is reason to question whether this movement toward consolida- 
tion will have the same financial effect in the operation of bus companies 
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as in the operation of steam railways. The amount of fixed capital 
required for the latter is much greater. For the same reason, in- 
tensive use of these facilities results in greater economy. While econo- 
mies in steam lines would result through the merger of a number of 
short lines into one continuous line of railroad, similar economics 
are not as important in the cases of bus companies since they are not 
primarily long-haul carriers. This doubt is somewhat strengthened 
by the financial results of some of the larger bus lines, especially in 


California, where consolidation has been a policy for some time. In 


1924, out of the 41 companies with revenue of more than $100,000, 
twelve did not pay expenses, the twelve including two of the largest 
companies in the state. 

This leads to consideration of the second problem which has pre- 
sented itself from the scattered information available; namely, the 
apparently narrow margin of profit from bus operations. One must 
readily admit that there is not enough factual material now available 
to make a positive statement on that subject, but there is a con- 
siderable amount of supporting evidence. 

Figures have recently been compiled by public authorities in several 
states indicating the results of motor operations. In 1923, the rev- 
enues of all lines in California were $17,554,982 and expenses were 
$16,237,160. In 1924, revenues were $19,042,162 and expenses $18,- 
251,526. In the latter year, out of 169 Class A lines, 60 failed to earn 
their operating expenses and only 40 had a ratio of expenses to rev- 
enues of less than 90. Net revenue in 1924 was $507,000 less than 
that of 1923, a decrease of about 40 per cent. Net operating rev- 
enue for the year for Class A companies was less than + per cent of 
investment in plant and equipment. In its 1922 report, the Commis- 
sion said, “Of the larger companies very few show even a reasonable 
return upon the capital investment.” 

In Ohio, out of 326 companies, 80 failed to pay their operating ex- 
penses. The results in 1925 and 1924 were as follows: 


1925 
Operating Revenues $8,614,025 - 
Operating Expenses 8,142,258 6,980,580 
94.4 95.3 


In Michigan, for the year 1925, gross revenues were $5,732,941 
and expenses $4,632,977 and the operating ratio 80.8. 

In 1925 the bus companies in Oregon reported to the Commission 
total operating revenues of $3,288,635, expenses of $5,019,757, operat- 
ing ratio 91.8 per cent. In Iowa, the gross revenues for 35 carriers 
in 1925 were $638,520, expenses $527,454, with an operating ratio of 
82.5 per cent. Ten of the 35 companies reported a deficit. 
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These results r e some comment. In the first place, the accounts 
of bus companies ha not been standardized nor are they sworn to in 
many states. The published results, therefore, must be taken with som 


reserve. Secondly, it should be kept in mind that in most states th 


commissions have definitely established the policy that existing trans- 
portation systems should be safeguarded. As a result, the busses 
have not been permitted to enter some territories where excellent finan- 
cial results would be obtained. Such a policy is doubtless in the public 
interest, not only as a protection to legitimate investment subject to 
public regulation, but especially because the bus has not shown that 
it can handle all of the transportation when that transportation is in 
great quantities. 

In the study of the profitableness of bus operation the question of 
the adequacy of rates naturally presents itself. An analysis of rates 
published at various times in Bus Transportation involving 2,000 
routes, totaling about 50,000 miles of line in 20 states, shows that th 
largest proportion of bus rates exceeds both steam and electric rail- 
way fares. Of the rates so studied, 48.4 per cent exceeded 4 cents 
per mile and 59.5 per cent exceeded the 3.6 cents rail rate. There 
were important exceptions, notably in Indiana, where considerably 
more than half of t eage had rates of less than 3 cents per mile, 
and where the great proportion of the passengers was carried at 
rates of about 2 cents per mile. The complete collapse of these in- 
dependent lines, however, indicates that busses could not be success- 
fully operated on ( ow rates. In most states, however, any un- 
favorable finance RE ts cannot be attributed to low fares. 

This leads to the important question whether the ideal position of the 
bus is as a part of the operation of the older transportation companies 
or as an independent agency. The steam and electric railways obtain 
benefits from the | ntirely independent of the amount of net in- 
come. ‘They can give the public better service at a lower operating 
cost than that provided by the local steam train or the interurban 
trolley. There is an opportunity of co-ordinating the schedules of 
the bus routes with those of the railway routes in such a way that 
there is made available an express service to those at many smal] 
points which formerly had service of but one or two local trains a 
day. 

What, then, is the place of the bus in the transportation scheme 
of this country? The following facts are apparent: 


1. That the bus, when permitted, can compete successfully with 
steam and electric railways in heavy and light traffic territories. 

2. That the bus cannot handle all of the traffic in heavy traffic 
territories as efficiently as the railways. 


3. That the gx neral policy of public authorities has been to pro- 
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tect the steam and electric railways from unfair competition in ter- 
ritories where service was adequate and where traffic was so heavy 
that the bus could not entirely supplant existing systems. 

t. That bus operating costs per mile are from one-fourth to one- 
fifth steam railway costs and are about 70 per cent of electric railway 
costs. 

5. On account of these low costs the busses can pay expenses in 
lighter traffic territories than can either steam or electric railways. 

6. That steam and electric lines are making very effective use of 
the busses in their light traffic territories. 

7. That insofar as figures are available, there is no indication that 
existing independent bus operation as a whole is particularly profitable. 

From these facts the writer has come to the following general 
conclusions as to the place of the bus: 

1. It is invaluable in ali light traffic territories, whether or not now 
provided with transportation service by electric and steam railways. 

2. It operates successfully on longer hauls, even up to 150 miles, 
in territories where the amount of traffic justifies only poor steam 
service. 

3. It will be used to an increasing extent as a co-ordinated or 
auxiliary service to the trolley lines where the busses may parallel the 
trolley routes, but handle a different class of traffic. 

4. It will perform a like service on the steam railroads, where 
addition of busses at frequent intervals will provide for many local 
points connecting service with express trains at the larger intermediate 
points. 

This leaves for consideration the place of the independent bus 
operator. There are several thousand of these in the field and many 
of them are undoubtedly operating successfully. If the railways enter 
the field aggressively there will doubtless be a tendency for them to 
absorb gradually the bus routes in their territories. If they do not 
operate busses, many independent bus operators will be successful, 


especially in territories where the revenue per bus mile will be less than ate 
the cost for steam or electric service, but more than the operating cost = 
for bus service. : 

Freight Transportation Re 


As indicated previously, the truck is not as important in the freight 
as the bus in passenger transportation. Regardless of the ultimate 
place of the bus, it has successfully invaded various fields. The truck 
has not been equally successful. It appears to have found its proper 
sphere more readily, probably because its limitations were much more 
obvious. 


4 
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A bus potentially can handle passengers as cheaply as a passenger 
train up to trainloads of 125 to 150 passengers. Since the averag 
number of passeng train for the railroads as a whole is less than 
150, it is obvious that the possible field for the motor bus is rather 
wide. In the case of the motor truck, however, the limitations ar 
much more apparent The freight train costing between $2.00 and 
$3.00 per train mile for direct expenses can handle one thousand 
tons or more. A motor truck costing, we will say, 15 cents to 20 
cents a mile, cam handle only a maximum of five to seven tons, wit! 
a minimum cost of 3 cents to 5 cents a ton mile. This simple economic 
fact is, of course, t!] eason which has held the motor truck down to 
relatively short hauls where necessary expenses, in addition to the 
freight rate, very much increased the total transportation cost to th 
shipper. 

Nevertheless, the number of trucks has increased enormously and 
is continuing to increas« In 1915 there were approximately 136,000 
trucks registered; in 1920 slightly over a million trucks, and in 1925 
slightly less than two and a half million. Transportation by motor 
truck, therefore, has been and is increasing at a rapid rate when con- 
sidered by itself. It is only when we compare it with the total tonnage 
handled by the railroads that it is of relatively slight significance. Mr. 
Trumbower, of the Bureau of Public Roads, estimates that the trucks 
are handling from 2 per cent to 4 per cent of the business of the rail- 
roads. In my opinion these estimates are fair and conservative. In 
the case of the motor truck the competition has not been primarily 
with rail transportation, but with horsedrawn transportation. 

Various studies which have been made, especially by the Bureau of 
Public Roads, clearly show the restricted use of the truck. In a sur- 
vey made in the Chicago district only 10 per cent of the motor truck 
hauls were made over a longer distance than 20 miles. In surveys 
made in Connecticut, California, Maine, and Cook County, Illinois, 
it was found that the greatest movement of trucks occurred within 
a zone of 29 miles; 67.1 per cent of the tonnage of trucks in Connec- 


ticut, 58.1 per cent in California, 71.6 per cent in Ohio, 75.8 per 
cent in Illinois, and 80.6 per cent in Pennsylvania was on hauls of less 
than 30 miles. A very small percentage of the hauls exceeded 60 
miles, the survey in Connecticut showing 7.9 per cent, Maine, 6.6 per 
cent, and Cook County, Illinois, 5.4 per cent. 

Another indication of the restricted character of the motor truck 
is in the predominance of the small truck. The same surveys indicate 


that trucks of 214 tons capacity constitute from 77.3 per cent of the 
total in Cook County, Illinois, to 95.9 per cent of the total in Maine. 
The five- to seven-to1 capacity truck made up only .3 per cent of 


the trucks in Maine and 11.7 per cent of the trucks in Connecticut. 
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It is probable that the opportunities for use of the motor truck in 
competition with the railroad are best in New England, where there 
is heavy movement of freight between the many adjacent towns. Yet, 
in the recent hearings held by the Interstate Commerce Commission, 
the New Haven road claimed a loss in passenger revenue due to the 
private automobile and the bus of twenty-seven million dollars as con- 
trasted with a loss on account of motor truck competition of ten 
million dollars. These figures are given merely to indicate that from 
the standpoint of the roads themselves railway transportation is en- 
dangered much less by the truck than by passenger automobile and 
bus. 

These remarks should not be taken to indicate that within par- 
ticular fields this competition has not been keenly felt. In the period 
immediately after the war, and especially during and immediately 
after the shopmen’s strike of 1922, the motor truck developed an 
enormous business in different parts of the country, and especially in 
New England. In the Connecticut survey during the year beginning 
September, 1922, the transportation of commodities reached a total 
of eighty-eight million ton miles. Most of this traffic was handled on 
highways paralleling the main line of the New Haven, where its best 
service should have been given. There is little doubt that the effect 
of the shopmen’s strike on rail service from July, 1922, to June, 1923, 
had much to do with the heavy movement on the highways during the 
year of the survey. 

The service provided by the steam railroads since that time has im- 
proved greatly. This fact has undoubtedly brought back to the 
railroads much of the longer haul traffic which went to the motor 
truck in the period four years ago. For the shorter hauls, however, 
the motor truck is holding its own and will continue to compete suc- 
cessfully. 

Various estimates have been made as to the proper scope of the motor 
truck business. That scope can not be measured exactly in miles, 
but must be measured entirely in terms of the cost. If the cost of 
trucking the freight from the shipper to the railroad and from the 
railroad to the consignee, plus the rail rate, is the same as or greater 
than the trucking rate from the door of the shipper to the door of 
the consignee, there is an obvious advantage in movement by truck. 
There is a probable saving in crating and packing. There is a possible 
saving in loss and damage costs. Far more important, however, 
than these, is the service provided. Here again, service rather than 
cost is the controlling feature in giving a large quantity of business 
to the motor truck. It is well known that motor truck business handles 
most of the household goods within areas of from two hundred to five 
hundred miles. 
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The truck is eq ly important in the handling of such items a, 
milk and perishal ts and vegetables. It handles a large amount 
of milk. In 1910, ording to study made by the Bureau of Publi 
Roads, 94 per cent of the milk delivered to Chicago consumers was 
handled by stea roads and 2 per cent was handled by electric 
roads; 4 per cent wa indled in wagons. In 1924, the survey showed 
32 per cent of the 1 vas handled by motor truck. In 1915, 7 per 
cent of the milk ‘led in Baltimore was handled by motor truck; 
in 1923, 45 per « In Cincinnati, Detroit, Milwaukee, St. Paul, 
Minneapolis, and Indianapolis, approximately 90 per cent of the milk 
is now trucked, and in Philadelphia about 20 per cent. Its impor- 
tance in handling ot perishable freight, such as vegetables, is shown 
by the fact that in Connecticut survey 40 per cent of the traffic 
handled by trucks was in vegetables. In the recent hearings held by 
the Interstate Commerce Commission much was said about the im- 
portance of the | ‘in moving California fruit to the market. This 
shows that while the truck is relatively unimportant in the total move- 
ment of freight, it is a controlling factor within certain restricted 
fields. 

As the private automobile is the chief competitor of the railway, so 
has the privately o d truck made the more serious inroads into 
the railroad freight business In the Cook County, Illinois, survey, 
17 per cent, in M , 8.7 per cent, in Ohio, 21 per cent, and in 
Pennsylvania, 13.6 per cent of the loaded trucks on the highway 
were commercial vehicles operated either for hire or under contract. 
Of these proportions, 75 per cent in Connecticut, 60 per cent to 65 
per cent in Pennsyls 1, and 50 per cent in Ohio was contract hauling. 
The figure of 5 per cent was rather frequently used in the recent hear- 
ings as the proportion of all trucks which were truly common carriers. 

At the present time the railroads are making increasing use of 
motor transportation in the handling of freight. About thirty lines 
are using trucks for various services. In the first place there is the 
development of what is called “store door” delivery, in which the 
transportation agency takes the freight from the shipper at his ware- 
house or factory and delivers it to the storeroom of the consignee. 
Store door delivery of course is not incident to the truck, since it was 


used in England an 


la long before motor transportation was 
] 


known. The character of the freight in England, however, differs so 
greatly from that in this country and is in so much smaller units that 
on the whole it is more | our express business, which also has had 
store door delivery for many years. The opportunity of handling 
greater loads with the truck will make it more feasible to effect this 


change than if the horsedrawn vehicles were used. The use of trailers 
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making possible the more efficient use of the motor driven vehicles, 


S as 
ount will also make more likely the adoption of this policy. 
ablic There is little store door delivery in the United States at this time, 
was [— but there are certain experiments being made which are indicative of E 
tric the trend. In New York City, for example, the Erie, the Lehigh 

wed Valley, and the Delaware, Lackawanna and Western are developing 

per store door delivery, while the New Haven has just embarked in a 
ick: [— small way upon a similar experiment. 
aul, It cannot be said yet that store door delivery is an imminent prospect. 
milk The railroads in many cases are reluctant to try it because of their 
por- belief that the shipper will expect that the present rate should include Z 
own the pick-up and delivery service; or at least that the railroad should : A. 
affic | absorb in its rail rate a considerable part of its cost of that service. ; 
| by The attitude of some of the shippers’ organizations indicates that there é 
aa is some ground for that fear. Here again the narrow spread between 
[his railroad revenues and expenses has brought about an extremely con- 

OVe- servative policy. 
oted For some time the transfer of freight into St. Louis has been made 
by motor truck. A somewhat similar interchange service is used by 

, SO all roads entering Cincinnati. In addition, several of the important 

into roads are using trucks for the handling of freight between freight 
vey, [| houses in large cities. The New York Central, the Pennsylvania, the 
| in Lehigh Valley, the Erie and Lackawanna use truck service in their z: 
way New York terminals, while other important roads, including the Rock 

act. Island, the Baltimore and Ohio, Great Northern, and Southern Pacific 

65 use trucks for terminal service at other cities in the United States. 

ing. One of the most interesting developments is the use of the motor 

ar- truck in replacing certain local freight trains. Students of trans- a 
ers. portation know that the local freight train is one of the most expen- i 3 ; 
of sive of railroad operations. Many of these trains handle but fifty to i 7a 
nes one hundred net tons. The rates paid to the crews are higher than ; 
the those paid to through freight train crews. The consumption of coal, be- fe 
the cause of the frequent stopping and starting and the large amount of ie 
re- switching, is proportionately much greater. A very small percentage of 

1ee. the capacity of the facilities is utilized. It is because of this unused 

vas capacity that the motor truck is able to enter this field. The freight 

vas train is far too large unit. On this account certain railroads, no- 

so tably the Pennsylvania, have gone into the use of motor trucks rather 

hat extensively in place of their way freight trains. Most of the business : 
iad handled is less than carload freight. With relatively small amounts 

ing going to various points it is possible for trucks to peddle the packages 

his from point to point and to show a substantial saving. There is today 

ers service of this character over a thousand miles of route on the Penn- 


sylvania Railroad, resulting in a saving of about two thousand freight 
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MOTOR TRANSPORTATION IN THE UNITED STATES— 
DISCUSSION 


Swney L. Mircer.—From the position of the typical railway traffic 
oficer a decade ago—that the motor vehicle would have no appreciable 
influence upon either the volume of railway traffic or the methods of 
handling traffic—to that of a United States Senator-elect who recently 
asserted that better and cheaper transportation could be had by his electo- 
rate if the railway mileage were duplicated in hard-surfaced roads and all 
trackage within the state abandoned, is a far cry. Yet this may be said 
in mitigation of the traffic officer’s error; even its proponents failed to ap- 
preciate the possibilities of this new agency of transport. Today, on 
the contrary, students of transportation have sensed its possibilities in large 
measure, though traditional methods of doing business have served as a 
serious obstacle to the adoption of progressive practices. But the trans- 
portation student has also come to appreciate the limitations of the motor 
vehicle, so it would seem both courteous and charitable to draw the 
curtain upon such extravagant claims for motor transport as set forth in the 
pronouncement just mentioned. The truth, as is so often the case, lies 
somewhere between the old pessimism and the new optimism, if such they 
might be termed, concerning the place of this new agency in the field of 
transportation. 

To the end that social well-being may be served and that individual loss 
may be minimized, it is desirable that the particular spheres of the railway 
and of the motor vehicle be roughly determined and reasonable limitations 
and control be established affecting both. Such a determination is too am- 
bitious for this brief paper, however; indeed, in the light of facts now avail- 
able none can speak with authority except in general terms. My efforts, 
therefore, shall be directed primarily toward a casual examination of rail- 
way traffic trends to determine roughly the extent of motor influence in 
various sections of the country, and toward some of the consequences of 
motor competition upon the regulation of railway service. 

In 1914, perhaps a typical pre-war year, the Class I railways of the 
United States rendered a freight service which aggregated about 285 billion 
ton-miles; in 1924 that figure exceeded 388 billion ton-miles, an increase of 
almost 40 per cent. As among the various territories, Eastern showed 
the smallest proportionate increase, less than 20 per cent, while the greatest 
was in Southern, about 65 per cent. This heavier increase in Southern 
and Western areas is explicable upon additional grounds than motor 
competition in the Eastern, however. An examination of the trend of 
passenger traffic, Class I railways, places before us a less happy picture. 
From 1914 to 1924 total passenger-miles increased barely 4 per cent, while 
the number of passengers carried diminished almost 7 per cent—an increase 
in the average length of journey alone served to protect passenger-miles 
traveled against diminution. In Eastern District passenger-miles increased 
about 1214 per cent, in Southern, about 13 per cent, while in Western a 
decrease of almost 10 per cent occurred. The number of pessengers carried 
increased slightly in Eastern but declined almost 15 per cent in Southern 
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and almost a third in Western. Average length of journey increased little 
in Eastern but materi y in the other two districts. It is interesting to 
note that, while the ton-miles per mile of line for Class I railways increased 
about a third in the period given, passenger-miles per mile of line increased 


less than .2 per cen 


With this picture for the entire L nited States it is interesting to compare 


the movement of traffic for typical railways in each of the lesser areas, 
Selected New England roads show an increase in ton-miles of about 17 per 
cent as compared with 20 per cent for the Eastern District; their increase 
in passenger-miles, wit 1 decrease of almost 20 per cent in number of 
passengers hauled, was about 4 per cent on two of the roads, the Boston 
and Maine and the New York, New Haven and Hartford. It is interesting 
to note that the latter made a materially better showing than the former with 


respect to both freight und passenger traffic, despite the fact that it is the 
area served by the New Haven which is honeycombed with truck and bus 
lines because of the character of the territory and of the traffic. In Trunk 


Line Territory the showing of those roads with greatest mileage with respect 
to both passenger and freight business is excellent, though the Baltimore 
and Ohio shows a lesser increase in ton- and passenger-miles than its com 


petitors. Indeed, with a decline in the number of passengers carried, only 
a sharp increase in average length of journey enabled the Baltimore and 


Ohio to show an increase in passenger-miles of service. The material increase 
in average length of journey in Trunk Line Territory, likewise in New Eng- 
land, would argue bus competition for the short haul—but the comparatively 


slight increase in average length of haul of freight in the former would in- 
dicate a lesser menace of motor truck competition there than is generally 
urged. 

In Granger Territory three roads show an increase in total ton-miles 
of about 45 per cent, an increase in ton-miles per mile of line of about 
40 per cent, and a relatively slight increase in average length of haul. From 


a railway standpoint, the other side of the picture is darker, however. 
Passenger-miles decreased about 14 per cent, passengers carried and traffic 
density by about the same proportion, while average length of haul remained 
approximately the same. In Southwestern Territory a similar situation 
appears; ton-miles and freight traffic density increased almost by half, 
the average haul remaining constant, while passenger traffic results were less 
favorable. A material increase in average length of journey, however, 


gave a slight increase in passenger-miles despite a decline of almost 28 per 
cent in passengers carried 

Among the Transcontinental railways conditions are relatively the same 
with respect to freight for the southern and central routes, a sharp increase 
being evident in freight service rendered. The northern Transcontinentals, 
on the other hand, show only a moderate increase in freight business. In the 
passenger field not only relative but also absolute differences appear. While 
the southern and central roads have increased the volume of passenger 
business, the northwestern lines have suffered a striking decline in the 
number of passengers carried, and a lesser decline in passenger-miles only 
because of a material increase in the average length of journey. Though 
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freight density on the selected roads increased by almost half, passenger 
density showed an actual decline. 

But what conclusions may be drawn from these comparisons? First, 
that the freight business of the railways seems to have suffered little from 
motor truck competition, and this is true even of areas so well suited 
to such competition as New England. It would seem the availability of 
the truck has tended to create a great volume of new business through 
opening new opportunities. Second, that the passenger business of the 
railways has been hard hit—and, surprisingly, this is particularly in 
evidence, not in the areas of dense population, but in the “wide-open spaces” 
of Granger and Transcontinental Territory. To date, therefore, the truck 
and the bus have harmed the railway net as a whole but little when com- 
pared with the losses to railway revenues which the individual passenger 
car has occasioned. Yet, is it not likely that the worst is past, so far as 
this influence is concerned? And is there basis for belief in the extreme 
menace of bus and truck to railway prosperity? With proper co-ordination 
and the general acceptance of certain zones of usefulness is it not possible 
the motor vehicle will prove a boon to the rail carriers by relieving them 
of short-haul, high-cost traffic, both freight and passenger? 

But here arises a difficult problem, and one which merits more than the 
brief treatment which can be given here. It is recognized by the railways 
that much local business is done on a very small margin of profit and it is 
quite likely that, if costs were accurately ascertained and properly allocated, 
much of this short-haul traffic would be found to entail an actual out-of-pock- 
et cost. With a steadily increasing volume of long-haul traffic, many 
carriers might well be rid of the short-haul business; but only loss can 
follow a decline in short-haul volume with no modification in the local 
service rendered or demanded. This short-haul traffic is almost wholly 
intrastate in character; upon the shoulders of state commissions rests 
the major and immediate burden of meeting the situation. Few communi- 
ties served by railways are willing to surrender even a portion of the service 
enjoyed at a particular time, much less surrender rail service entirely. 
Yet those same communities, protesting vigorously against any curtailment 
of rail service, will patronize motor lines which deprive the railway 
of all possible opportunity to escape loss. Many state commissions have 
regularly blocked all efforts of the rail carriers to effect a curtailment of 
their service in the face of obvious justification; others have authorized 
curtailment during the summer months when motor competition was keen 
and compelled re-establishment when vehicular traffic was withdrawn during 
the dificult winter months. Both policies are, of course, unjust to the rail- 
way; the first because the railway is compelled to render service for the 
benefit of the community at a loss to itself; the second because the railway 
is asked to surrender traffic to a competitor when costs are low and to han- 
dle it, with no increase in rates, during the months of high operating costs. 
Regulation gives no immediate promise of an equitable adjustment at this 
point. 

How, then, may the public secure that co-ordination and minimum social 
cost of transportation which is our aim? The answer, it appears, is to be 
found in the operation of common carrier motor vehicles in the territory 
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served by the rails titively, but by the railways themselves 


Under such circumsta that traffic which can best be handled by high 
way, either regular! ( onally, can be so move d; duplication of Servic 
can be wholly elimin 1; the maximum use of the motor vehicle as a suppk 
mentary transportation agency can be had. But to this the cry of “monop- 
oly” is raised, the complaint that any man ought to have the right to do 
business where and as he pleases. To which we might well reply with 
the question, “How long the fetish of competition to encumber our efforts 
to secure adequat | cheap transportation, and how long the catch-phras 
of ‘individual right’ obstruct the development of intelligent policy?” As 
conditions change, idgment on this matter may undergo modification, 
but it now appears that the effective way to secure properly co-ordinated 
transportation is tl ¢ the extension of railway activity beyond the 
right-of-way to the public highways, and recognition by public authority 
of their right to a d nant place thereupon in the common carriage of 


goods and pt rsons. 


Rosert S. Marx.—lIn the principal paper presented at this meeting, 


the exceptional growth and development of motor transportation in the 
United States is graphically portrayed. 

It is startling to know that today, three-fourths of the total passenger 
transportation of the | ed States is motor transportation; that passenger 
business handled by private automobiles is four times the total volume of 
passenger transportatio1 indled by steam and electric railways combined; 
that the number of 1 tered trucks has increased from 136,000 in 1915 
to approximately 2 lion in 1925; and that the number of registered 
passenger cars exceeds 171% million, a figure more than seven times that of 
1915. 

It is also shown that the motor vehicle is destined to play an ever-in 
creasing part in the transportation of passengers and freight in the United 
States. This rapid development of motor transportation has been facilitat 
ed by an almost complete lack of regulation or restriction of the right 
to drive motor vehicles upon the public highways, either intrastate or 
interstate. It is obvious that this condition cannot continue much longer 


and that the tremendous number of automobiles upon the public highways 
has brought about a condition which requires governmental regulation in 


order to safeguard the lives and property of passengers and pedestrians; 
to provide indemnity in case of damage to life and property; and to 
facilitate the free, safe, and rapid movement of motor vehicles upon the 


highways. 
The papers previously presented do not discuss this growing necessity for 
regulation. It will be my purpose to sketch in broad outline: first, the 
pur} 


existing situation with reference to the regulation and control of motor 
vehicles; and second, the necessity for further legislation and the character 


of legislation required 

There is at present no legislation covering the interstate movement of 
motor vehicles or the transportation of passengers and freight by automo- 
bile. Prior to the decision of the Supreme Court of the United States on 
March 2, 1925, in Buck v. Cuykendall 267 U. S. 307 and in Bush Co. v. 
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Maloy 267 U. S. 317, a number of state regulatory bodies assumed control 
of the interstate operation of motor busses and motor trucks and required 
their operators to conform to the laws and regulations of the various states 
in which they were operated. These decisions held against the right of the 
states to regulate the interstate operation of motor vehicles and as a result 
there is now no regulation exercised over the interstate transportation of 
vither freight or passengers by automobiles. 

In order to secure necessary information upon which to recommend leg- 
islation to Congress, the Interstate Commerce Commission on May 21, 
1926, undertook an investigation upon its own motion into the general ques- 
tion of the operation of motor trucks and busses by or in connection or com- 
petition with common carriers subject to the Interstate Commerce Act. 

Docket No. 18300). Fifty-one hundred pages of testimony were given 
by over four hundred witnesses, but no report has yet been made. 

So much for the complete absence of Federal legislation upon this 
important subject. When we come to consider the field of state legislation, 
we find an equally amazing absence of needed legislation. In thirty-eight 
states and in the District of Columbia, there is some form of regulation of 
common carrier motor vehicles. In ten states there is practically no reg- 
ulation of these agencies. In a very few of the states, notably New York, 
Massachusetts, Connecticut, and California, there are laws requiring drivers 
of both private and public motor vehicles to secure a license to drive. 
However, in most of the states there is no driver's license law. 

The result is that any one can drive an automobile and destroy life and 
property, without moral or financial responsibility. In practically all 
states the criminal, the insane, the moron, the physically and mentally 
unfit, and the insolvent are freely permitted to drive automobiles upon 
the publie highways. 

The so-called “license” laws of most states are merely tax laws, under 
the terms of which a numbered “license” plate is issued as a receipt for 
the payment of a tax. 

In most states, the intrastate transportation of passengers and freight by 
public carriers is regulated either by law or by Public Service Commis- 
sion. These regulations usually require the driver of tie vehicle to be a fit 
person to drive; require some evidence of financial responsibility by com- 
pelling the owner to secure liability insurance, or an indemnity bond, or to 
deposit cash; and regulate the weight and size of the vehicle and the 
territory to be traversed. Public motor trucks and motor busses were the 
first to be brought under the regulation of state law. 

Recently many of the states have extended these laws to include taxicabs. 
However, with a few notable exceptions, private automobiles are subject to 
no regulation either by the Federal or state government. (The principal 
exceptions are states that have driver’s license laws and Massachusetts, 
which has a state-wide compulsory insurance law). Of course every state 
has laws establishing speed limits and rules of the road to facilitate the 
movement of traffic. 

The result of this complete lack of Federal legislation and almost 
complete lack of state regulation requiring responsibility upon the part 
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of owners and drivers of automobiles has brought about a condition mor. 


dangerous to the lif nd health of the inhabitants of this nation than War. 
crime, or pestilenct Irresponsible and unregulated driving of automo. 
biles killed upwards of twenty-two thousand and injured more than six 
hundred thousand Americans during 1926. Nothing more need be said 
as to the necessity { egislation to stop this annual drain on our human 
resources and this annual destruction of life and property and to secure 
some indemnity for the damage thus inflicted. 

This necessity has been recognized in part by the National Conference on 
State and Highway Safety called by Secretary of Commerce, Herbert F 
Hoover. The result is the proposal of model laws to consist of: first, a 


uniform motor vehicle registration and certificate of title act; second, 
a uniform motor vehi 


yperators and chauffeurs license act; and, third, a 


uniform act regulating the operation of vehicles on highways. 

It should require little or no argument to convince right-thinking people 
of the necessity for the immediate adoption of laws restricting the right to 
drive automobiles to those who are physically and mentally fit to drive and 
who have had enough experience to operate an automobile safely. Nor 
should it require much argument to support the proposition that since th: 
automobile is a moving danger and is not confined to state lines, such laws 
should be reasonably uniform throughout the United States. 


However, such laws only go half way. Notwithstanding the most rigid 
drivers license laws, the rapid operation of from twenty to thirty million 


automobiles upon the congested highways of the nation will inevitably cause 
a tremendous number of accidents, resulting in death and injury. 

At present those who are injured and the families of those who are killed 
have no remedy except a law suit. For all practical purposes a law 


suit against automobilists inflicting damage to life or property is a worth- 
less remedy. In the first place, only 16 per cent of the automobiles 
in operation are covered by liability insurance. Generally speaking, 
the solvent and prudent automobile owners insure. The insolvent and 
irresponsible do not insure and in the event damage is inflicted by an un- 
insured automobile, there is little hope of collecting compensation from the 
owner or driver. He is generally execution proof. 

In the second place, the courts are so congested with automobile accident 
and other cases that it requires from two to three years to bring a case of 
this character to trial. And finally, the machinery of the law is not adapted 
to work out justice in automobile accident cases where the accidents occur in 
the flash of an eye 

Automobile accident problems have brought about a situation which close- 
ly parallels the situation with reference to industrial accidents prior to 
the adoption of Workmen’s Compensation Insurance. In fact the number 
of deaths and injuries from automobile accidents already exceeds the total 
number of fatal and disabling accidents to employees in all the mines, fac- 


tories, and workshops of the United States. We are still applying the 
same archaic legal system of liability to automobile accidents that we were 
compelled to discard in connection with industrial accidents. Therefore, 
in addition to regulating the physical and mental fitness of automobile driv- 
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ers and providing safe traffic rules, it will be necessary to provide a system 
to insure the financial responsibility of automobile owners and to securt 
indemnity or compensation to the victims of automobile accidents. 

The automobile accident is no longer an individual problem. It is a 
social problem; and must be dealt with by social legislation. In practically 
every state, laws have been proposed requiring automobile owners to insure 
their financial responsibility before being permitted to drive. In only 
one state has this legislation been adopted; namely, Massachusetts. The 
Act in that state is entitled “An Act requiring owners of certain motor 
vehicles and trailers to furnish security for their civil liability on account 
of personal injuries caused by their motor vehicles and trailers.” (Chap. 
346, Laws of 1925 as amended by Chapter 368, Laws of 1926.) 

The law requires every automobile owner to arrange for one of the follow- 
ing forms of security before registering his automobile: (a) a motor vehicle 
liability insurance policy which provides indemnity to the amount of 
$5,000 on account of accidental injury to or death of any one person, and 
subject to a limit of $10,000 on account of injury to or death of more 
than one person in any one accident; or (b) a motor vehicle liability bond 
of equal limitation; or (c) a deposit of cash or securities in the amount of 
$5,000. 

The Massachusetts law does not do away with the necessity of a law suit. 
It merely compels the automobile owner to insure his financial responsibility 
up to the policy limits. To this extent it is a step in advance of existing 
legislation. However, there is no reason why compensation insurance 
should not be required in place of liability insurance and that plan is gain- 
ing the greatest favor wherever it has been proposed. 

The compensation plan is to require every automobile owner to take 
out a policy of insurance, or give an indemnity bond or deposit cash or 
securities assuring the payment of compensation to those who are injured 
or the dependents of those who are killed by the operation of his automo- 
bile. It is proposed that the schedule of compensation follow closely 
the schedule of compensation under the Workmen’s Compensation Laws 
in the case of wage earners and that a definite indemnity be provided for 
each day of disability in the case of non-wage earners and children. The 
best legislative draft of such a bill is known as the Straus Bill (introduced 
in the New York Senate by Senator Nathan Straus, Jr.). This legislation 
was drafted by a committee of experts which included Miles M. Dawson, In- 
surance Actuary, and Professor J. P. Chamberlain of the Legislative De- 
partment of Columbia University (N. Y. Senate Bill 1288, 1925). 

There have also been some legislative proposals to enact similar leg- 
islation with reference to the interstate movement of motor vehicles, which 
are not yet in sufficient form to warrant adoption. However, a serious dis- 
cussion of such measures is expected at the coming session of Congress and 
the time is not distant when Federal laws must be adopted to require rea- 
sonable responsibility as a condition of the interstate transportation of 
freight or passengers by private and public automobile carriers. 

The advantages of requiring evidence of mental and physical fitness and 
financial responsibility upon the part of all owners and/or drivers of auto- 
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mobiles may be considered in their three-fold relationship to, first, the public: 
second, the accident tit ind third, the automobile owner. 

The public benefits ar imerous. Primarily the whole question of 
accident prevention ¥ be brought under scientific control because govern- 
mental authority wi I ‘ rol of those who sit behind the wheel be- 
fore an accident « fter an accident occurs there will be a report 
of (a) the persons b he laces: (c) the causes of every accident. 
Then scientific steps can be to revoke the license of unfit drivers. 
eliminate dangerous places, and guard against frequent causes of accidents 

Secondarily, the courts will be relieved of the trial of automobile accident 
eases which now constitute a majority of all civil trials. The taxpayer and 
the public will be r 1 of the burden of caring for the injured and de- 
pendents of the dead, when accidents occur; and the burden will be 
placed where it properly belongs—on the transportation industry which 
causes the damage. 

The accident victim will benefit by the assurance of prompt medical and 
hospital care and of reasonable compensation in every case, except where 
injury results from a wilfu t or a deliberate disregard of law. This 
medical care and com ion will be given promptly and _ will be 
a net sum to the injured, without deduction for lawyers fees and court 
costs. 

The automobile owner will benefit in several ways. The solvent automo- 
bile owner will be protected against a claim for unlimited liability which, 
under the present law, may bankrupt him. Automobile owners who now 
carry insurance will « y a material reduction in the premium rate. 

In Massachusetts the adoption of a state-wide compulsory automobile 
insurance law has already resulted in a cut of from 5 to 20 per cent in the 
premium rate for automobile insurance. Automobile occupants will re- 
ceive the same benefits when injury results to them as pedestrians or other 
accident victims. The automobile industry and automobile owners as a 
whole will benefit from the elimination of the irresponsible and unfit driv- 
er. The only objectior the compensation plan just outlined comes from 
the automobile trade and the casualty insurance companies, and is based 
on self-interest. The automobile dealers fear that the proposed plan will 
interfere with the market for used cars because it will compel the second- 
hand buyers to purchase insurance in addition to paying the first installment 
on the purchase price of tl automobile. 

The automobile insurance companies are now reaping a rich harvest. 
Statistics show that less than one-third of the total premiums received by 
these companies for automobile liability insurance is paid to accident vic- 
tims on account of lo ind more than two-thirds is used by the companies 
for the payment of commissions, overhead, administration, reserves, and 
profits. These cor als 


o fear that any compulsory plan will ulti- 
mately lead to state Our experience with workmen’s compensation 
insurance demonstrates that there is little likelihood of the state entering 
the automobile insura field—aunless the private companies fail to provide 
reasonable premium rat yr otherwise abuse their privileges. 


The principal argument advanced against the proposed plan is that the 
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granting of compensation to the accident victim, without regard to fault, 
on the one hand, and the protection of the automobilist from civil suit, on 
the other hand, will lead to carelessness. Our experience with workmen's 
compensation insurance proves the contrary; namely, that insurance has 
furnished the monetary incentive for safety work. It is not reasonable to 
assume that any one will risk being hit by an automobile and _ possible 
death for the sake of partial compensation under the proposed law. Nor 
will the driver be more careless than he is now. The proposed plan will 
not relieve him of any criminal responsibility, and if the automobile is now 
insured or the automobile owner is uninsured and insolvent, the difference 
with respect to civil responsibility at present and under the compensation 
plan is negligible. 

By way of summary, let me say that motor vehicle transportation affects 
the life, health, and property of every inhabitant of the nation and that 
it is not now adequately regulated and controlled and that the irresponsible 
driving of automobiles is freely permitted. This condition cannot continue 
because of the social damage resulting from the annual destruction of life 
and property through uncontrolled and irresponsible driving. A_ social 
solution must be provided which will require fitness and responsibility upon 
the part of the owners and drivers of automobiles and secure reasonable 
indemnity to the victims of automobile accidents. 

The requirement of an insurance policy, a bond, or a cash deposit to 
secure the payment of compensation to those who are injured and to the de- 
pendents of the dead as a condition precedent to the issuance of a license 
to operate a motor vehicle will reach every automobile, every driver, every 
accident, and every case of injury and death. No other plan has been 
suggested which will afford society this needed protection from the dangers 
of irresponsible automobile driving. 


A. J. Brosseav.—In his thoughtful discussion of motor transportation, 
Mr. Slater has set down three large problems and has then dealt with the 
most important, that respecting the place of the truck and the bus in the 
transportation system of the country. 

Eliminating for the moment as he does the subject of regulation and tax- 
ation, I would suggest as a fourth topic for consideration, a question which 
grows naturally from his pronouncement that the motor vehicle is now an 
established agency in the field of transportation. 

“What can be done to facilitate the economic use of these vehicles in 
those services which they can best perform in the public interest?” 

As I read Mr. Slater’s conclusions, he sees the truck taking over the 
short haul, whether it be in terminal areas, in branch line operations, or in 
purely farm to market services. 

The first task then is to determine the extent of these services. 

Fortunately there is already available a vast fund of information on 
these matters. In the collection and delivery service of the English rail- 
roads, in the basic studies of the United States Bureau of Public Roads, 
and in the practice of American railroads and shippers as set forth in the 
recent investigation by the Interstate Commerce Commission, we have the 
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C. O. RuGGies.—One phase of Mr. Slater's paper, in my opinion, deserves 
special consideration. I refer to the role of the motor vehicle within our 
terminals. 

In the development of our terminals several factors have contributed 
toward a situation which is now fast becoming almost intolerable. In the 
first place when railroads came into the picture in the early thirties, our 
cities were not large and there was little appreciation of the growth which 
was to take place in our great commercial centers. Our rail carriers there 
fore all located their terminals very near the heart of our cities. A second 
factor which contributed to this situation was the inefficient highway vehicle 
in existence when the railroad made its appearance. It was because of the 
inefficient horsedrawn vehicle that the big industries all felt it necessary 
to locate in close proximity to the railroad’s terminal facilities. At the 
present time, therefore, we are trying to carry on the business of teminal 
transportation to serve our various industrial enterprises and to provide for 
the vast wholesale and retail activities, all in a very limited area within our 
cities. With the enormous increase of urban population and the presence 
of more motor vehicles in the United States than we have telephones, is it 
any wonder that we have congestion in our terminals? 

My own study of terminals which was made for the United States Ship 
ping Board in 1919 convinced me that if the shippers, say, of the Missis- 
sippi Valley realized the extent to which inefficient terminal service in the 
Atlantic terminals is responsible for the unsatisfactory transportation serv- 
ice, even to the extent at times of embargoes on freight, there would be 
a demand for federal legislation requiring greater unification of all terminal 
facilities to the end that congested commercial centers, either wittingly or 
unwittingly, might not seriously interfere with interstate commerce. 

In the Shipping Board report which was published in 1919, I made the 
following statements: 

“Railroad ownership or control of strategic terminal facilities is the 
natural outcome of competition among railroads. It has had three un- 
fortunate results. In the first place, Government control over railroad 
rates has intensified railroad competition in terminals. There railroads 
have vied with each other in offering ample terminal facilities, and this 
practice has resulted in duplication of expensive terminals without adequate 
provision for their physical co-ordination.....A second unsatisfactory 
result of railroad competition has been the giving by railroads of what 
are probably gratuition service in terminals in order to obtain traffic... . ..: \ 
careful investigation would doubtless show that through competition of 
railroads terminal charges have been reduced to an unremunerative basis. 
Testimony was given before the Interstate Commerce Commission (in the 
notable New York Harbor case) to the effect that lighterage and other 
terminal services in New York cost the Baltimore and Ohio Railroad more 
than the allowance it received for those services out of joint rates;.... 
The third unsatisfactory result of ownership of terminal facilities by a 
number of railroads is that there is a lack of co-ordination both among the 
railroads themselves and between rail and water carriers.....In actual 
practice such theories frequently mean the refusal of one railroad to 


+ 


| 
| 
ay 
: 
ig 
= 
ve 
eh: 
ae 
2 
aS" 
” 
| 
; 


168 


pe rmit thie use Ol 
a line haul of th t 
The de ve lopm«e I 
has brought about 
existed. 
The 
into the heart of 
road ve hicle Ss, Wa 
revolution in tr p 
bringing about, 
take stock and ri 
modern motor vehi 
clear when we re 
a gore atly increas 
ments made by M 
bring more traffic 
less be accepted W 
remember that a 
a narrow strip ina 
through the inefficient 
rail carrier can ex} 
which would not | 
would be too far 
A representative 
testitied before thx 
United States forty 


railroad; that with 


towns and villages w 


thousand which are n 


If, then, we a 
even the volume of 
terminals as the ec 


we should eliminat 


of handling terminal tr 


many problems in 


between rail and wate 


dinated terminal se: 


in terminal transportat 


The flexible moto 


rail carrier in short 


ed in Mr. Slater’s pape: 


to realize that this is ty 
to have our rail ear: 


be established outsid 


attempting a discussion 


some of the advant 


handling of 1. 1. freig! 


Picture the servic 


rican Economic Association 
facilities by other roads unless it receives 


r vehicle since the publication of this report 
is even more acute than had heretofor, 


ried out by the early railroads in trying to get 
thus eliminating the long hauls by ineflicient 
ind sensible at that time. But with the veritabl 
a very efficient road vehicle is now 
ir to be no reason why we should not 


transportation services in terms of this 


That we will soon be forced to do this ought to br 
through the use of motor vehicles we will hay: 
traffic within our terminals. The stat 

t the motor vehicle will, in the long run, 


in it will take away from it will doubt 
by students of transportation. We must 
but sparsely settled. Moreover it was 
the railroad could expect to draw freight 
edrawn wagon. Now with the motor vehicle the 


freight over a very wide area 


an area 


to support branch line rail service and which 
id to be served by horsedrawn vehicles. 

United States Department of Commerce recently 

te Commerce Commission that there are in th: 

ind communities which are not served by the 
radius of 75 miles of Indianapolis there are 612 
egregate population of one hundred eighty-tive 

1 by the railroads. 


mi that the motor vehicle is to increase 
v tonnage which is to be poured into our 


in population it becomes imperative that 


ble the inefficiency of the present system 


Space does not permit of a discussion of the 

r ter-railway relationships or in the relation 

sportation in bringing about unified and co-or 

\ttention must be confined to certain problems 
n which the motor vehicle is a factor. 


some distinct advantages over the rigid 
ind in terminal services. From the facts present- 
it is clear that a number of railroads are beginning 
[t would appear that in time it will be necessary 
stop at the circumference of a circle which will 
ongested areas of our large cities. Without 
disposition of car load freight, let us consider 


such a plan in passenger service and in the 


ttorded passengers at the present time into and out 


t te essa 
into 
cit stre 
our 
ta wou 
wi whi 
our city 
ser 
sen 
pre 
ra is 
it +} 
nt itst 
wl wh 
1orsedraw val 
wh 
fic 
lin 
pe 
fr 
tic 
ha 
M 

pt the } 

lc 
0 
v 
|): 
fi 
nN 
\ 


‘elves 


Cport 


Olor: 


Client 


now 


have 
tate 
run, 
must 
was 
‘ight 
the 
area 
hich 
cles. 
ntly 
the 
the 
612 


tive 


Motor Transportation in the United States—Discussion 169 


of large cities. When they take or leave the train it is usually necessary 
for them to walk great distances, from or to cabs or street cars. Is it nee- 
essary nowy with the use which could be made of highly efficient motor 
coaches, to have long passenger trains with large numbers of people going 
into the heart of our terminals? Most of these passengers must find their 
way out again, in ones or twos, in taxicabs, in private automobiles, or in 
street cars. Does not this arrangement add materially to the congestion of 
our streets? Efficient co-ordination of motor coach service with rail service 
would not only make it easy to pick up, but also to deliver, all passengers 
whether they desired to change trains or to reach a destination within the 
city. The question may very well be asked whether much more satisfactory 
service could not be provided at a number of designated points throughout 
a city served by motor coaches, than is now given by the big union pas 
senger stations. Is it possible that the big union passenger station may 
prove to be a monument to a mode of transportation of passengers which 
is soon to become obsolete ? 

With 1. c. 1. freight the situation is even worse. Freight cannot unload 
itself, and it must have storage space until it is carried away. The land 
which is now used by railroads within the heart of our big cities is very 
valuable. It may be seriously questioned whether railroad management 
can much longer maintain extensive freight vards in the heart of our cities 
where the land is very expensive for the inefficient handling of 1. ¢. 1. traf 
fie and justify such procedure to their stockholders. Moreover, the hand 
ling of 1. ec. 1. freight over rigid rail lines within a terminal is not only ex 
pensive within itself but it increases the expense of handling all through 
freight and passenger business. Many instances could be cited of apprecia- 
tion on the part of the railroads that there are great possibilities in the 
handling of 1. c. 1. freight at the terminals by use of the motor vehicle. 
Mention may be made of two important developments. 

In Cincinnati the seven railroads have contracted with an outside agency. 
the Cincinnati Motor Terminals Company, to handle practically all of 
their interchange 1. c. 1. freight. This Motor Terminals Company has 19 
chassis and 225 demountable bodies of about five tons capacity. These 
demountable bodies are left at the different railway freight depots to be 
loaded by the railroads and the Motor Terminals Company makes the 
transfer of this freight from one railroad station to another. By the use 
of electric hoists an empty body can be left and loaded body placed upon 
the truck chassis in about five minutes. Evidence obtained in a recent 
visit to Cincinnati shows that there have been some very important gains 
through the interchange of this 1. c. 1. freight by motor vehicles. In the 
first place they have apparently reduced the time necessary for this inter 
change of 1. c. 1. freight from about three days to about ten hours. This 
not only reduces the number of cars which are crowded into the terminal 
but it makes these cars available as revenue producers in line haul service. 
When the per diem cost and the possible revenue which these cars might 
produce is taken into consideration it is clear that there is a substantial 
saving to the railroads. It is clear, too, that this marked reduction in 
time is of vital interest to the public. 
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Another saving has | the decrease of claims arising from the hand- 
ling of 1]. c. 1. freight. O sly if there is barely enough freight in a box 
car to cover the b } rly loaded there are bound to be many 
damage claims. \ t Cincinnati Motor Terminals Company 
made the statement t recently that they had not had a single claim 
for damaged freight t have been operating since 1919. If neither 
the railroad nor tl panies have claims due to damaged freight 
in interchange this i evidence that a superior transportation servic: 
is being given. 

In St. Louis we hay nother instance of a motor vehicle company. Thx 
Columbia Terminals ( iny, providing 1]. ec. l. interchange for the rail 
roads. In this city t trailor system is used. The Columbia Terminals 
Company differs si vhat in its functions from the Cincinnati Motor Ter 
minals Company. In Cincinnati the seven railroads comprise all of th: 
customers of Cincinnati Mot Terminals Company. They do not pick 
up or deliver freight r others In St. Louis, on the other hand, th: 
Columbia Terminals (¢ ny does both a pick-up and delivery service 
and even provide S wa cilities for the public generally in addition 
to the transfer of 1. « freight among the various railroads. It is prob 
ably true that the d pments which are being made possible with th 
motor vehicle in the pick-up and delivery of freight will force door to door 
delivery, generally on the part of rail carriers. 

In conclusion it is ntained that if there could be co-ordinated service 
of motor vehicles in our large cities, in connection with the passenger traffic 
of our steam roads, for the interchange of 1. c. 1. freight among the rail 
roads and for the pick-up and delivery of 1. c. 1. freight the railroads 
and the public would be greatly benefited. 


The railroads could release much valuable terminal land which they 
now find it necessary to own; door to door delivery would lessen thi 
amount of traffic which would need to be stored at any one time. It was 
recently pointed out in testimony given before the Interstate Commerce 
Commission that while Montreal, Boston, and Cleveland are about the 
same size, Montreal with pick-up and delivery of freight has five freight 
houses while Boston has eleven and Cleveland, twenty-five; that while 


Philadelphia has about one-fourth the population of London, Philadelphia 
has sixty-two freight houses while London with pick-up and delivery serv- 
ice has but thirty-thre The railroads would also save much by the 
release of freight cars in trap car and interchange service. Clearing the 
terminals of congestion due in large part to this service would increase the 
performance of all car load shipments. Most tourists can appreciate the 
extent to which their average mileage is cut down by getting into and out 
of congested terminals. The experience of our tourists may help to mould 


public opinion in favor of some very definite reforms in terminal trans- 
portation service. Finally the railroads (and also the public) would be 
saved a great deal through fewer dangerous grade crossings and hence less 
need for their elimination 


From the standpoint of the public there would be a great saving from 
lower inventories in business. We have witnessed a great deal of so-called 
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hand-to-mouth buying in the last few years and there has been in some 
quarters sharp criticism of the practice. But is it not the natural result of 
the improvement of our transportation service? After the completion of the 
Suez Canal, New York importers were able to do business with relatively 
less capital invested than had perviously been necessary. A representative 
of the Procter and Gambel Company recently testified before the Interstate 
Commerce Commission that the use of the motor vehicle had not only 
enabled them to operate with reduced inventories but that through a closer 
range production program they had been able to make conditions in their 
factories more steady. If the business man saves in interest charges, and 
makes savings through the elimination of mistakes in his production program, 
can he not afford to pay a relatively higher rate for an efficiently co-ordinat- 
ed rail and motor service? If the railroads will rise to the occasion the 
shipper will be willing to pay higher charges for a distinctively superior 
service. The demand of the American business man for high grade service 
has been responsible for the fast schedule freight train in this country. 
When the public really learns what kind of service is possible with unified 
pick-up and delivery service efficiently co-ordinated with rail service they 
will demand it. Moreover, our commercial centers now need the space 
in the heart of our cities for purposes of trade. The great bulk of our 
l.c. 1. freight which is now carted to and from railway stations through 
our principal streets to downtown freight yards ought to be taken to out- 
lying railway stations which could be easily reached with the efficient motor 
vehicle. If our big manufacturing concerns permitted the same inefficiency 
which exists in the handling of 1. ¢c. 1. freight in our terminals in the 
handling of their raw materials through the various stages of manufacturing 
throughout their plants, they would soon be in the hands of receivers. 

Finally it may be said that the railroads face an impossible situation in 
terminal service at the present time. They are expected to render efficient 
transportation service while shippers are preventing them from doing so by 
the extravagant use of equipment in trap car service, and by using rail- 
way cars and railway terminal facilities for storage purposes. Part of the 
difficulty is due to the inertia in railroad management. The managers are 
too much consumed with the thought that they are in the railway business, 
whereas they ought to realize that they should be in the transportation 
business. The wise merchant watches the goods on his shelf and shifts his 
stock in trade in terms of the demand. It is time that both the railroads 
and the public should begin to realize that only through unified rail and 
‘ater terminal transportation facilities and through an effective co-ordination 
of both with motor transportation can we have efficient transportation service 
and have it at a reasonable cost. 


Henry R. Trumsower.—This subject and the problem which it involves 
has many ramifications. The paper just read has been limited to a discus- 
sion of the place of the motor bus and motor truck in the general trans- 
portation system of the country. The other phases of the general subject 
of motor transportation in the United States, such as the regulation of 
common carrier motor vehicles, motor vehicle taxation and highway finance, 
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must also be studied and taken into account before any definite conclusions 
can be reached as to what part the motor vehicle, the common carrier 
vehicle at least. will pl in the country’s transportation system as a whole 
A change in the attitud nd policy of a state with respect to the granting 
of permits to busses and motor trucks engaged in common carrier business 
or an upward revision of license fees and taxes paid by motor vehicles of 
this character will have a very far-reaching and vital effect upon the extent 
and magnitude of such common carrier operations. 

At the present time the regulation of the common carrier motor vehicle 
is a very much discussed subject tegulation is not the accepted policy 
all over the country There are now twenty-four states which regulate 
the operations of motor busses and of common carrier motor trucks. Such 
regulation involves the granting of certificates by state agencies or boards, 
in most cases public service commissions, which are based upon findings 
that public convenience and necessity require this new type of transporta- 
tion service. Eight states in addition to these twenty-four regulate motor 


busses but not common carrier motor trucks. The demand for motor bus 
regulation appears to be more pressing than the demand for the regulation 


of the motor truck engaged in common carrier operation. It is significant 
to note, however, that there are still sixteen states which have not taken any 
definite steps to regulate the competition between common carrier motor 
vehicles and other transportation agencies. The Interstate Commerce Com- 


mission has just completed a series of hearings which have been held in 
connection with its investigation of the problem of regulating common car- 


rier motor vehicles engaged in interstate commerce. The trend of the 
testimony developed at these hearings indicated that there was not a demand 
from the general public for motor vehicle regulation in interstate commerce. 


There was much more sentiment for motor bus regulation than there was 
for motor truck regulation Motor truck service is to a certain extent highly 
specialized. It differs from motor bus service in that it is not as readily 
capable of standardization and cannot be as readily subjected to the rules 
and standards of regulated common carrier service. The Interstate Com- 
merce Commission is obliged to answer two questions when it makes its 
report on this matter to Congress: (1) Is the regulation of common car- 
rier motor vehicles engaged in interstate commerce in the interest of the 
public and should motor trucks be regulated in the same manner as motor 
busses; (2) If such regulation is necessary and in the public interest, 
should the regulation as to its interstate aspects be carried on under the juris- 
diction of the Interstate Commerce Commission or some other Federal 
agency, or should Congress delegate this power to state agencies acting as 
joint boards where interstate operations are involved. If it is found that 
intrastate operations should be regulated it logically follows that interstate 
operations should likewise become the subject of regulation. Since cer- 
tain states regard the operations of motor trucks as being different from 
those of motor busses, a similar differentiation can be made with respect to 


the interstate operations of motor busses on the one hand and motor trucks 
on the other. This whole subject will probably come up for serious dis- 
cussion in this or the next session of Congress. 
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[In all discussions of this problem of motor transportation in its common 
carrier aspects the statement is made that there should be a “co-ordination 
between motor and rail service.” 1 do not know just what is meant by this 
nice-sounding phrase, though I may have been guilty of using it in the 
past. If it means that railroads should go into the motor bus and motor 
truck business, the evidence produced on this subject up to the present 
time indicates that railroads have not gone into this new business to any 
great extent. The Interstate Commerce Commission has just completed the 
analysis of the reports submitted to it by 164 Class I carriers out of a 
total of 176 which are in this class. These reports show that motor trans- 
port companies operate 21,863 motor busses in close proximity to the rail 
lines. ‘This includes line and terminal services. The railroads themselves 
operate 505 busses, or 2 per cent of the total. In the transportation of 
freight motor transport companies operate 45,336 trucks and the railroads 
operate 81 trucks, or .2 per cent. According to these figures it cannot be 
said that the railroads have gone into the motor transportation business in a 
wholesale manner. 

But it is right here where I think the railroads should do some “‘co-ordina- 
ting” by making use of the motor bus and the motor truck in local and 
terminal business. The motor vehicle gives the railroads the opportunity 
of operating a small transportation unit which will reduce the operating 
costs to the carrier and will afford more convenient service to the public 
so far as local transportation needs are concerned. It is believed by many 
that the time has come when railroads should give a completed transporta- 
tion service in collecting the freight from the shipper’s door and deliver- 
ing it to the consignee. That the public would require the railroads to 
absorb this additional pick-up and delivery expense out of the present 
scale of freight charges is in my opinion an unwarranted fear on the part 
of the railroads. Under our present system the terminal costs of collect- 
ing and delivering package freight are excessive as compared with the 
charges made by the railroad companies for hauling the goods. To illus- 
trate: the railroad carries a freight package of a hundred pounds from 
Milwaukee to Madison, eighty-two miles, for forty-five cents. The delivery 
of that same package costs the consignee living a mile from the freight 
station fifty cents. If the collection cost in Milwaukee is the same as 
the delivery charge, it means a total cost of $1.45. Trucks get a consider- 
able part of this business because their charge is from sixty to seventy-five 
cents per hundred pounds. Railroads operating an organized pick-up 
and delivery service are able to reduce such terminal transportation costs 
and can to that extent serve the public better and will also retain the freight 
business which is now being carried by motor trucks for considerable dis- 
tances. 

The problem is not simple. In the end that kind of transportation will 
be furnished which best serves the public interest. It behooves railroads 
to give serious attention to the whole matter. It may be found that the 
best interests of the railroads will require them to enter this new trans- 
portation field rather than to devote most of their energies to bring about 
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a restriction of mot t tation through enactments limiting com- 
petition. 

Horace M. Gray Mr. Slater has assembled in a masterful way the 
pertinent data dealing w the growth and development of motor trans- 
portation in the United States Notwithstanding the paucity of reliable 
data, he has managed | reful selection to present a fair picture of what 
has been transpiring in the field of motor transportation. These few re 
marks are not intend: juestion his statistics nor to elaborate upon his 
presentation, but rath ll attention to certain problems of public policy 
suggested by his tre 

The momentum of 1 transportation business is all the more 
remarkable if one consid trength of the opposition it has had to 
face. From the first of the independent bus operator the or- 
ganized steam and elect lway interests have maintained a ceaseless 
propaganda against mot portation. They have appealed to courts, 
commissions, legislati ty councils to protect them from the en 
croachments of this ne 1 of transportation. It was only when they 
saw that their defensiy ict were non-availing to obstruct the growth of 
the motor bus business that they adopted offensive tactics and themselves 
entered the bus field N ter testimony is needed to verify the economic 
merit of motor transportation than that its development forced existing agen- 
cies of transportation, cainst their will and under protest, to take up 
the business which th i previously condemned. 

As Mr. Slater has | ted out, the motor bus thrives because it enjoys 
the advantage of lows ting costs than either steam or electric railway 
trains. There is an n, however, to question the permanency 
of this differential cost nta From figures gathered by the American 
Electric Railway Association it upparent that from 1924 to 1925 operat 
ing costs per bus mile of tor bt s operated in connection with electric 
railways have increased While no comparable figures are available to in 
dicate whether or not t been a proportionate increase in the operat 
ing costs of independent | mpanies, it is safe to assume that their costs 
have followed the general trend upward. This tendency of operating 
costs to increase is of considerable significance to the future development of 
motor transportation. [| this tendency is arrested the cost advantage 
now enjoyed by motor carriers may be considerably reduced. 

The present cost advantage of the motor carrier is thr-atened from still 
another direction. Already the specter of increased state and municipal 
taxation is beginning to harass the motor bus operator. In 141 Class “A” 
motor transportation « pat operating in California taxes increased 
nearly 200 per cent fr 1923 to 1924, while operating revenue increased 
only about 4 per cent From 1924 to 1925 taxes on 44 bus companies 
operated by electric railways increased 67.58 per cent, while total revenue 
increased only 65.15 per cent During these same years, that is from 


1A. E. R. A. Bulletin No. 87, July 1, 1926. 
E. R. A. Bulletin N¢ 4, August 1, 1926. 
*A. E. R. A. Bulletin No. 87, July 1, 1926 
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1924 to 1925, there has been a small but distinctly noticeable decrease in 
the tax burden of electric railways in all classes of companies except those 
pyerating in metropolitan centers." The present tendency of state and city 
egislation is toward levying heavier taxes than formerly on motor busses, 
and toward prescribing greater attention to the details of public comfort, 
safety, and convenience. The conclusion would seem to be that heavier 
taxation and greater outlays for service must inevitably increase the costs 

f motor bus operation. It is not likely, however, that the imposition of 
such additional public charges will be carried to such an extent as to extin- 
cuish entirely the present cost differential of the motor bus over the electric 
or steam train. Under certain conditions the motor bus will probably re 
main, as Mr. Slater suggests, the cheaper form of transportation. 

Accepting then, with the above qualification, Mr. Slater’s analysis of 
relative costs, it seems proper to ask whether or not the present tendency 
on the part of regulatory authorities to forbid bus operations in competition 
with existing steam and electric lines is for the best interest of the general 
public. So long as the motor bus is forced to operate in light trafic areas 
there will be perhaps, as Mr. Slater has shown, an increase in total trans 
portation facilities; but there will be no material benefit to any considerable 
number of people. A wide distribution of the benefits from the cheaper 
form of transportation can be effected only by admitting the motor bus into 
relatively heavy traffic districts where great numbers of people can take 
advantage of the cost differential. Such a policy would, no doubt, result in 
temporary losses on steam and electric investments; but can society justify 
the protection of investment in these utilities at the price of depriving its 
members of the use of the cheaper means of transportation? This 
all-important question must eventually be answered on the basis of relative 
costs. Hence it would seem that further study of relative costs under varying 
conditions offers the most promising prospect for the solution of this trans- 
port problem. It may develop that bus operations in congested districts 
would entail such rapid and extensive increases in operating costs that the 
present cost advantage of the motor bus would be quite extinguished. In such 
event, it would seem that the inhabitants of congested districts can entertain 
little hope for cheaper transportation by means of the motor bus. 

Another interesting problem suggested by Mr. Slater's analysis centers 
around the rate adjustment for combined bus and rail facilities. Mr. Slater 
concludes, and I think rightly, that the modern tendency is for the bus 
lines to be absorbed by steam and electric railways. He makes the point, 
however, that thus far the operation of motor busses by steam and electric 
roads has not been financially successful when these operations are con- 
sidered as a separate enterprise. The real profit to the steam and electric 
lines has come from the possibility of reducing costs by abandoning unprofit- 
able local short-haul service. At the same time the rates on bus lines have 
been inadequate to pay a return on the investment in motor carriers. The 
result is that the deficiencies in return on bus investment are recouped by 
more than normal net returns on the main lines. In other words, the patrons 


‘A. E. R. A. Bulletin No. 77, Reprinted from A. EB. R. A. of May, 1926. 
‘A. E. R. A. Bulletin No. 65, February 1, 1926. Bus legislation for 1925. 
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of bus lines are enjoying transportation at less than cost while patrons of 

the main line are paying nsiderably more than cost for service of poorer ‘ 
quality. If this were not so that is, if deficiencies of return on bus leak: The firs 
ment could not be recouped by more than normal returns on the main Line at Hotel * 


Kemerer } 


investment—then no steam or electric road would be willing to undertake 
The mil 


bus transportation 


The above situation is analagous to the price differentiation found in most §” the pro 
monopoly enterprist The bus patrons form the competitive market ani The fol 
hence are able to buy transportation at a competitive price, which at present 1) T 
will not pay a return on the investment in motor busses. On the other hand. 2) 7 
those people who live a the main steam or electric line form the non- (3) 17 
competitive market (motor | es are forbidden to operate along the main man. 
route) and hence must buy transportation at a price high enough to pay Preside 
a return on the main line investment plus a return on the bus investment, E. T. Mi 
which they do not us¢ Che excess contribution of the non-competitive rid 
ers will of course be decreased by any contribution made by those who use The se 
the combined facilities; but the contribution of this latter group will not held at I 
be sufficient to yield a normal return on the combined bus and main line in Presiden 
vestment. In the last analysis the non-competitive patrons of a combined The 2 
bus and railway sery must support the investment in motor busses, even approvec 
though under our regulatory policy they are denied access to the same. The f 
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WVINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD AT ST. LOUIS, 
DECEMBER 28-31, 1926 


The first business meeting of the American Economic Association was held 
at Hotel Statler, St. Louis, December 29, 1926, at 9:30 A. M., President 
Kemerer presiding. 

The minutes of the December 31, 1925, meeting were approved as printed 
in the proceedings of the Thirty-eighth Annual Meeting, p. 329. 


The following reports were read and adopted: 

1) The Secretary, by Mr. Deibler. 

2) The Treasurer, by Mr. Deibler. 

The Auditing Committee,’ by Mr. Deibler for E. L. Kohler, Chair- 


President Kemmerer appointed Chester A. Phillips, G. A. Warfield, 
E. T. Miller, and H. H. Preston, a Committee on Resolutions. 
Adjourned 

The second business meeting of the American Economie Association was 
held at Hotel Statler, St. Louis, December 31, 1926, at 9:00 A. M., Vice- 
President Cross presiding. 

The minutes of the meeting of December 29, 1926, were read and 
approved. 

The following reports were read and approved: 

(1) Managing Editor,” by Mr. Dewey. 

(2) Finance Committee, by Mr. Deibler for Mr. C. H. Crennan, 
Chairman. 

(3) The Joint Census Advisory Committee,” by G. F. Warren. 

(4) The Social Science Research Council,’ by Wesley Mitchell. 

(5) The report of the American Council of Learned Societies, submitted 
through Professor Willcox." 

(6) Committee of Encyclopedia of Social Sciences,’ submitted by 
Professor Seligman. 

Voted: To refer to the Executive Committee the request to make 
permanent the representatives on this project. 

The following committees made no report: 

National Council of Social Studies. 
Committee on Plan for Honoring Distinguished Economists. 
Committee on Periodical Abstracts in the Social Sciences. 

Professor Young reported for the Committee on Honorary Members, 
recommending that Professor Edwin Cannan of Oxford, England, be 
elected as honorary member of the American Economic Association. 
Motion to elect prevailed. 

‘See page 179. 
*See page 184. 
‘See page 187. 
‘See page 192. 
*See page 218. 
page 194. 
‘See page 199. 
‘See page 214. 
*See page 218. 
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Officers of the A tion nd recommended that the 


Professor Ely 1 rted for the Committee on Methods of Nominat; 


ing 
present plan }, 


continued and the ¢ tee d irged. 

The motion was 

Professor Max Hand 1 that the round table on Economic History 
had unanimously adopted a resolution re questing the officers of the Associ 
ation to appoint a co! ttee to associate with a similar committee from th, 
American Historical A tion for the purpose of undertaking the task 
of translating and ce ivailable for American students important 
documents and treatis¢ on the economic history of Europe. 

It was voted to refer this request to the Executive Committee for further 


consideration. 
The question of 
ferred to the 


ind 


ttee 


the tir 


Executive ( with power. 


place of the next annual meeting was re- 


Northwestern Uni- 
R. Fairchild, Yale Uni- 


H. Knight, University of Iowa, 


Professor Mitchell reported for the Nominating Committee a list of 
officers as follows: 

For President: TT! Sewall Adams, Yale University. 

For Vice-Presidents Sam A. Lewisohn, New York, and Frank H. Dixon, 
Princeton University 

For Secretary-Treasurer rederick S. Deibler, 
versity. 

For members of the Executive ( ommittee: F. 
versity, and G. W. Dowrie, Stanford l niversity. 

For members of the Editorial Board: F. 
and John Ise, Universit f Kansas. 


To represent the As 
W. Stewart, New 


To represent the As ition on the 


Societies: Edwin F. G Harvard University. 
To the Program Committes R. C. McCrea, 
The nominees wer nanimously elected. 
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Be it Resolved, that the American Economic 
Thirty-ninth Annual Me ippreciation of the 
Committee for the generous. earns t. 
of the sessions of 1926 

RESOLVED, that th thanks of the 


Louis Chamber of Cor f nd Wa 


tainment furnished on Tuesd ht at the City Club. 


RESOLVED, to ext i nks of the 
of St. Louis in appre n of the attentive and valued 
nection with the registrat ft delegates and the handling of 


portation, information, 


RESOLVED, that Association record and express its 
Chairman Isaac Lippincott 1 } ssociates on the Committee 
ments for the unobtrusive, frictionle and effective way in 
were performed. 

(signed) C. A. 

E. T. 


Adjourned. 
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REPORT OF THE SECRETARY OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE PERIOD ENDNG 
DECEMBER 11, 1926 


In order that the work of the Association may be recorded fully, I am 
including in this report the minutes of all meetings of the Executive Com- 
mittee held during the year, as follows: 


(1) Minutes of the First Meeting of the 1926 Executive Committee. 


The first meeting of the 1926 Executive Committee was held at the Hotel Penn- 
sylvania, New York, on December 31, 1925, at 12:30 P. M. ‘There were present: 
Professor Allyn A, Young, presiding, Messrs. Day, Deibler, Dewey, Ely, Kiekhofer, 
Page, and Reed. ; 

Voted: That the sum of $1500 be appropriated for Rrvirw contributions 
during the year 1926. 

Voted: That the Secretary be authorized to publish a Handbook of the member- 
ship as a Supplement to the June issue of the Revirw. 

Voted: To appoint Mr. E. A. Harriman of Washington, D. C., as Counsel for 
the Association for the year 1926. 

Voted: That the Secretary be authorized to attend the meetings of the secretaries 
of the associations constituting the American Council of Learned Societies, the 
meetings to be held in New York, January 22 and 23, 1926, 

Voted: That in the case of future requests to circularize the membership, the 
Secretary be authorized to take the matter up with the President, or in his absence 
with the Vice-Presidents of the Association. 

Voted: That Mrs. Robert Woodbury be appointed as a delegate to represent the 
American Economic Association at the conference called by the United States 
Women’s Bureau, to discuss the problems of women in gainful occupations. 

Voted: That David Friday be reappointed as a Director on the National Bureau 
of Economic Research, representing the American Economic Association. 

Voted: That the determination of the time and place for the spring meeting 
of the Executive Committee be left with the Secretary. 

Adjourned. 


(2) Minutes of the Second Meeting of the Executive Committee, at 
the University Club, Evanston, Illinois, April 2, 1926. 


The second meeting of the Executive Committee of the American Economic 
Association for the year was held at the University Club of Evanston, Illinois, 
April 2, 1926, at 10:30 A. M. There were present: President Kemmerer, presiding, 
and Messrs. Day, Deibler, Ely, Kiekhofer, Mitchell, Reed, and Ruggles. 

Voted: That the resolutions of Professor Seligman’s committee proposing the 
publishing of an Encyclopedia of the Social Sciences be approved and that the 
Treasurer be authorized to advance the sum of $250 to aid in defraying the 
preliminary expenses of the committee as per the resolutions. 

Voted: That the President and the Secretary prepare and send a suitable 
message to the new Australian Economie Association. 

Voted: That Professor Paul H. Douglas be appointed to the committee that has 
under consideration the question of proposing suitable methods of honoring dis- 
tinguished American economists and that he be requested to serve as chairman 
of the committee. 

Voted: That the Secretary correspond with Professor Seligman in reference 
to the proposed Festschrift in honor of Professor John Bates Clark to determine 
the responsibilities of the Association in the matter. 

Voted: That the Secretary prepare a suitable resolution expressing the gratitude 
of the Executive Committee for the generous gift of his file of past publications of 
the American Economic Association from Professor W. F. Willcox. 

Voted: To refer Mr. Harriman’s proposal yor a study of the economics of the 
administration of justice to the Social Science Research Council. 

Voted: To authorize the payment of the expenses of Professor Willcox as the 
representative of the American Economic Association to the annual meeting of the 
American Council of Learned Societies. 
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In addition to the regular meetings, the following business was trans- 
acted by correspondence : 

Approval of: 

(a) Co-operation by means of the appointment of a member of the 
American Economic Association on an advisory committee in connection 
with a National Community Trust. 

(b) Co-operation with the Royal Economic Society in announcing to 


Essay on Population.” 

Under authorization by the Executive Committee, the President and 
Secretary approved circularizing the membership in connection with the 
following projects: 

(a) The Survey of Research by the American Council of Learned 
Societies. 

(b) <A special committee on portrait, as a part of the celebration of the 
eightieth birthday of Professor John Bates Clark. 

(c) The publication by the Adelphi Company of New York of a reprint 
of Tooke and Newmarch’s “History of Prices.” The company has not 
availed itself of the privilege up to date. 

As a part of the work of the Association, the following items may be 
reported : 

(a) In accordance with instructions of the Executive Committee, the 
Secretary attended a meeting of the secretaries of the constitutent societies 
composing the American Council of Learned Societies. A large number of 
questions of common interest, pertaining mainly to ways and means of 
handling association business most effectively, were discussed. The most 
important topic considered was the plan of the A. C. L. S. for a survey of 
research in the fields covered by the constituent societies and the ways and 
means by which the various secretaries could co-operate in this project. 
This survey has since been completed and the results will be made available 
through the publications of the A. C. L. S. 

(b) We have co-operated with the Royal Economic Society by sending 
out notices of the publication by that body of two volumes, mentioned 
above. 

(c) In co-operation with the Social Science Research Council we have 
sent to a portion of the membership a request for information concerning 
the need for a Social Science Abstract Service. This request went to about 
1500 members of our Association. On the basis of the replies from the 
membership of the affiliated societies, the Social Science Research Council 
will determine its policy toward launching an Abstract Service. 

During the year the President has made the following appointments: 

Delegate to the Women’s Industrial Conference held under the auspices 
of the U. S. Women’s Bureau, Mrs. Helen Sumner Woodbury. 

Delegates to the American Academy of Political and Social Science, Harry 
T. Collings, Don C. Barrett, and Frank Whitson Fetter. 

To co-operate with the editor of the National Dictionary of Biography, 
Richard T. Ely, E. R. A. Seligman, and John R. Turner, 
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present status of the membership and the 


changes that have « 1 during the year ending December 11, 1926, th, 
date of closing the |} t Association. 
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2,267 
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The figures show a net loss of 180 members and subscribers. This loss 
js more apparent than real. Heretofore it has been the policy of the office 
to carry members on our records for one year and three-quarters. We dis- 
covered that the Association was losing a considerable sum by this method 
and after discussing the matter informally with the Executive Committee 
the policy was adopted of removing from the mailing list all persons who 
were six months in arrears with their dues. This change of policy has 
eliminated 163 names that would have been counted under the former method 
of computation. The net loss of membership calculated on the previous 
plan would have been 17 instead of 180 on the new plan, which has resulted 
in a considerable increase in the number of both members and subscribers 
who have been dropped on account of nonpayment of dues. This policy of 
carrying members for six months before removing them from the mailing list 
seems liberal and fair, since no name will be removed until after two notices 
have been sent and a personal letter notifying the member of his removal 
from our lists. 

In maintaining the membership, the Secretary must depend very largely 
upon the co-cperation of the members for suggesting the names of persons 
most likely to be interested in the work of the Association. During the 
year a leaflet was prepared as a convenient way of furnishing the office with 
this information. Some members have responded most cordially and have 
furnished the office with a large number of names. Many of these persons 
have accepted the invitation to become members. It is hoped that during the 
coming year many more members will co-operate by furnishing the office 
with information concerning persons who should be invited to membership. 
Since the finances of the Association come primarily from membership dues, 
a little effort on the part of each individual will strengthen the work that 
can be undertaken. 

During the year the death of the following members has been reported 
and their names have been removed from the mailing list: 


Frep L. ALDERMAN Vicror F. Lawson (Life Member) 
SoLtomon Bium Leon Lask1 

A. O. Bourn Epwarp D. Lipsey 

Watter A. Buie V. Moore 

Paut M. Herzoc Lionet J. SALtomon 

Isaac Hourwicu Horace G. Wap.tn 


Respectfully submitted, 
(signed) F. S. Secretary. 
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REPORT OF THE TREASURER OF THE AMERICAN ECONO 
ASSOCIATION FOR THE PERIOD ENDING 
DECEMBER 11, 1926 


MIC 
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since the accounts of 
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of the year have been invested in certificates of deposit. From these two 
sources approximately $85.00 have been earned, or an equivalent of seven- 
teen memberships. 

The prepaid dues are somewhat larger than last year, as the following 
figures show: 


1925 1926 
Membership dues prepaid ..........$ 527.50 $ 525.75 —$ 1.75 
Subscription prepaid .............. 1,316.19 1,475.25 + 179.06 


$1,843.69 $2,021.00 + $177.31 


On the side of expenditure: 


The total expenses of the Secretary-Treasurer’s offices show an increase 
of $374.54. This is the first full year in which the honorarium authorized 
by the Executive Committee in April, 1925, has been paid to the Secretary. 
The difference in this item alone, $466.66, accounts for more than the total 
increase in the expenses of this office. However, appropriate increases in 
the office salaries have added $251.76. Savings were effected in most other 
items; the largest, of course, was in the miscellaneous item which last year 
included the expenses connected with the moving of the office. 

In connection with the expense of committees, it should be noted that 
$250 was appropriated and advanced to the Joint Committee promoting an 
encyclopedia of the social sciences. It is understood that this sum will 
be refunded to the Association in the event this project is financially under- 
written. 

The publication expense shows an increase of $1,364.26. This increase 
is explained by the increase in the cost of the Proceedings, together with the 
publication of the Handbook. In fact, the other publication expenses show 
a saving of $649.05 as follows: 


$10,522. $9,873.53 


$1,176.69 $2,970.41 


These last two items represent an increase of $1,793.72. The increase 
in the Proceedings is due to the difference in size of the two volumes—353 
pages as against 165. However, the publication income during the current 
year exceeded that of 1925 by $1,621.20. This difference in income makes N 
the net publication expense $266.94 less than last year. 

Upon the advice of the Finance Committee, the following securities were 
purchased : 


Par Cost 
Great Northern Railway Company, 7% due 1936.......... $1,000.00 $1,139.50 
Southern Ill. and Missouri Bridge, 4% due 1951........... 1,000.00 822.00 
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8 
1925 1926 
32.2 
00.00 
Review contributional ............ 1,133.50 1,128.00 
Editorial expenses and supplies.... 2,163.88 1,913.29 . = 
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The total investme: f t \ssociation now amount to par, $27,000, Cost. 

$26,623.25, with an nterest yield of $1,410. 

The list of present lings is given following. 

ST OF INVESTMENTS 
U. S. of America Si I I 41, ¢ Bond due November 15, 

U. S. of America Thir I I i Bond due September 15, 

The Bell Telephone ¢ P 25-year First and Re- 

funding 5% Bonds, 2 at lue January 1, 1948. one 2,000.00 
Pacific Ga nd Elect | nd Refunding Mortgage 51 2% 

Bonds, 2 at $1,00( ece r 1, 1952 2,000.00 
Louisville Gas and ] a d Refunding 30 year 5% 

Bond due November |] 1,000.00 
Northern Pacifie KR » Refunding and Improvement 5% 

Bonds, at S106 { lL, 2047 are 5,000.00 
Commonwealth Edison ¢ , Fir Mortgage 5% due June 1, 1943.. 2,000.00 
Armour and Company, | due January 1, 1943 ...... 2,000.00 
Illinois Bell Telephone ¢ t and Refunding “A” 5% due June 

Illinois Central Railroad ¢ oint First and Refunding 5% “A” 

due December 1, 19 2,000.00 
Standard Milling Comp I Refunding 5%.% due March 1,1945 2,000.00 
Sheffield Farms (¢ ompany, | | inding 6 ® due October 1, 1942 1,000.00 
Pacific Mills, Ltd., Ist S yruary 1, 1935 2,000.00 
Great Northern Railw ( ( 1936 1,000.00 
Southern Illinois and M Br e 4 due 195] 1,000.00 

The assets of the Association as of December 1] include a current balance 
in the checking account $547.75; savings accounts, $5,427.02; certificate 
of deposit, $1,500; and ! nts of $26,623.25 listed at cost. The 
liabilities are: prepaid d id subscriptions, $2,021.00: membership ex 
tension fund, $5,700.57 I rships, $6,075.00. The net surplus as 
shown by the auditor’s report $28,431.31. 

The finances of the A tion are on a sound basis, but could be 


materially strengthened by an increase in the members and by more of the 
existing members entering the subscribing and contributing list. 


tespectfully submitted, 


F. S. Derster, Treasurer. 
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REPORT OF THE AUDITING COMMITTEE 
Chicago, Illinois, December 18, 1926. 


Executive Committee, 
American Economic Association, Incorporated, 
Evanston, Illinois. 


Dear Sirs: 

We have audited the books and other records of the American Economic 
Association, Incorporated, for the year ending December 11, 1926, and 
present herewith our report, together with the following financial state- 


ments— 


Balance sheet—December 11, 1926............ Exhibit I 
Statement of income and expense—-Year ending 


Results from Operations 


A surplus net income of $85.21, detailed in Exhibit II, was earned for the 
rear, as compared with $1,266.79 for the previous year. The decline in 
net income is attributable primarily to a decrease in membership dues. 
Following is an analysis of the decrease in dues— 

Particulars Amount 


Decrease in dues of regular members ...... Bertha Tee ....8 730.56 
Increase in defaulted dues of regular members previously regarded 


Decrease in dues of subscribing and contributing members 397.50 
Total decrease in income from dues ..................0-0000000e0s $1,315.81 


The decrease in dues was partially offset by an increase in interest earned 
of $469.04, as may be observed from the following summary for the two 
years— 


Year ending 


Increase 

December December or 
Particulars 12, 1925 11, 1926 decrease 
Interest earned on investments .................... . 1,400.98 — 1,870.02 169.04 
Administrative and other operating expense ........ $ 5,898.23 $ 6,272.77 $ 374.54 


Surplus net income ...........6...eeeeeeees $ 1,266.79 $ 85.21 $1,181.58 
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in the membership extension fund, $122.85 


The decrease was made up of expenses 


The income 


id have not separated from other interest 
1°; basis it would have amounted to $311.15 
75.00 were supported by a list of life members 

1 iin them. The sum remained unchanged during 
( neial Position 
1 balance sheets at December 12, 1925, and 


1creases and decreases of the various 
Increase 
December December or 
12, 1925 11, 1926 decreas: 
$ 9,455.45 $ 7,474.77 $1,980.68 
25,038.56 27,116.06 2,077.50 
2,016.66 469.20 1,547.4 
198.73 260.18 61.45 
992.36 1,052.01 59.65 
ind fixtures 135.18 219.34 84.16 
. $37,566.58 $36,152.88 $1,413.70 
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Liabilities and net worth 12, 1925 11, 
\ ints payable $ 1.553.37 
learned income 1,843.69 8 
hip extension fund 5. 
Jalance, December 12, 1925 22,271.10 
net income— Year 1926 
nemberships 075.00 6 
lotal liabilities and net worth $37,566.58 
The decrease in cash corresponds Ww th an increase in inve 
lecrease In receivables is accounted for by the elimination 
jembership dues and by the discontinuance of magazine 
when the current subscription has expired 


Report of the Auditing ¢ ommittee 


December Dece 


We found the books and other records in the Secretary s office com 
petently handled and in excellent condition. 
Very truly yours, 
A. SALIERS 
Pat L Morrison 


Eric Koi ER, ( hairman 
Auditing Committee. 
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EXHIBIT I 


AMERICAN ECONOMIC ASSO‘ IATION, INCORPORATED 


Decemrer 11, 1926 


sete 


hy 


500.00 & 7474.77 


$26,623.25 


492.81 27,116.06 


347.5 
196.70 


544.20 


75.00 169.20 


260.18 $35,320.21 


> 1,052.01 
219.34 


$32.67 


$36,152.88 


UNEARNED INCOME: 


Member hip dues 
Subscriptions 


‘ 
1,495.25 $ 2,021.00 


Memepersuie 


5,700.57 


Net Worru: 


Life me mberships 


$ 6,075.00 
Surplus unappropriated 


Balance December 12 1925, per audit report $22,271.10 
Excess of income Ove expense 


Year ending Decembe1 1926 (Exhibit IT) 85.21 22,356.31 28,431.31 


Potal liabilit ad net worth $36,152.88 


S11 
Ty 
Regul 
unp 
Subscr 
Other im 
Intere 
Miscel 
Adminis 
Secret 
Posta 
Stato 
Othee 
relep! 
Insur 
Depre 


Execu 
Other 

Ame 
\udit 
ce 


r! 


Publicat 
Printi 
E.dito 
Contr 
E.dito 
Proce 
Stora 
Insur. 
Misce 


Publi 
Sut 
Sal 


190 
PALANCE SHEET, 
CURRENT Assets 
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EXHIBIT II 


AMERICAN ECONOMIC ASSOCIATION, INCORPORATED 


STATEMENT OF INCOME AND Expense, Year Expinc December 11. 1926 


Particulars Amount 


Income from dues: 


Regular members (less $639.00 defaulted dues 


unpaid at December 12, 1925) $11,674.30 
Subscribing and contributing members 1.260.00 $12.924.30 


ncome: 
Interest earned on investments and bank balances S$ 1870.02 
Miscellaneous 1,902.37 


Total 


income S14.836.67 


iinistrative and other operating expense: 


Secretary's salary 1,000.00 
Office salaries 3,034.14 
Postage 129 04 
Stationery printing 163.62 
Office supplies... 57.88 
lelephone and telegraph 90.06 
Insurance on office equipment 79.10 
Depreciation of office furniture and fixtures S4.16 
Annual meeting 115.48 
Executive Committee expense 234.43 
Other committee expense 109.49 
American Council of Learned Societies .... , 157.80 
\uditing 75.00 


Miscellaneous expense 


Publication expense: 


Printing .... $ 5,332.24 
Editor 1,500.00 
Editorial expenses and suppplies 1,913.29 


Proceedings and handbook ‘ . 2,970.41 


Storage 150.00 
Insurance ..... ; 56.00 
Miscellaneous publication expense 162.19 
Total publication expense -$13,212.13 
Publication income 
Subscriptions other than to members $3,896.68 
Sales of copies ...... 836.76 4,733.44 8,478.69 


Total 


all expense 14,751.46 


Surplus net income for year (Exhibit 1) 


a 
191 
> 
42.57 $ 6,272.77 
$ 85.21 
4 


REPORT OF THE \ ‘AGI EDITOR OF THE AMERICA, 
ECONOM EVIEW R THE YEAR ENDING 


1026 


cost wa 
$167.46 
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Report of the Editor of the American Economic Review 
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Leadin | | New | Documents,| Periodical | 
Reviews | books OCuments,) sriocica! | Notes | Theses) Totals 
articles | listed | TePorts, etc. abstracts 
| 
1911 342 62 89 | 133 | 40 | 8 978 
1912, 291 298 | 401 10 =| | | 1038 
1913 347 268 | 104 141 | 167 43 | 8 | 1078 
1914| 327 | 243 | 136 113. | 166 35 | 10 | 1030 
1915 | 314 | 257 | 90 142 144 | 42 | 14 | 1003 
1916} 388 | 256 91 90 140 | 46 | 13 | 1024 
1917} 378 | 192 | 110 127 120 42 | 15 984 
1918 | 389 | | 99 41 17 906 
1919| 374 | 163 154 | 103 95 | 47 12 948 
1920| 395 | 109 | 155 | 98 122 | 42 | 15 | 936 
1921 331 103 133 | 39 117 38 11 772 
1922 | 293 91 159 35 124 =| 37 | 13 | 752 
1923 | 298 122 184 26 113° | 43 | 14 800 
1924 | 339 110 191 23 113 42 | 18 836 
1925 | 325 131 178 27 110 38 23 832 
1926 | 270, 137 184 15 | 108 43 27 784 
Taste 
Year |Printing | Clerical (Supplies | Totals 
$2495.18 $1500.00 $1320.25 $ 865.50 $413.51 | $6730.59* 
1912 | 3220.83 1500.00 1114.50 794.89 | 292.68 6922.90 
1913 | 3328.01 1500.00 1268.35 | 983.09 | 325.10 7404.55 
1914 | 3023.62 1500.00 1312.25 1236.29 | 459.18 7531.34 
1915 | 2834.91 | 1500.00 1210.00 1171.87 | 286.86 | 7003.64 
1916 | 3257.27 | 1500.00 1423.00 1173.93 | 339.86 | 7694.06 
1917 | 3762.37 | 1500.00 1267.00 1151.30 | 326.01 8006. 68 
1918 | 3497.73 1500.00 | 1203.25 | 1260.06 | 332.73 | 7793.77 
1919 | 5049.50 1500.00 | 1231.50 | 1325.93 | 347.84 | 9454.77 
1920 | 6656.31 | 1500.00 | 1122.75 | 1595.64 | 307.20 | 11181.90 
1921 | 5646.97 | 1500.00 | 64.50 1472.50 | 319.97 9003.94 
1922 | 4795.28 | 1500.00 | ....... | 1370.00 | 314.77 | 7980.05 
1923 | 5032.59 | 1650.09 | 437.86 8620.54 
1924 | 5423.28 | 1500.00 | 1110.25 | 1464.01 | 305.32 9802.86 
1925 | 5713.01 1500.00 | = 1133.50 1757.32 | 406.36 | 10510.19 
| 5332. 9873.53 


*Includes $136.15, traveling expenses of editors. 
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REPORT OF PROGRESS OF THE JOINT CENSUS ADVISORY 
COMMITTEE ON FEDERAL STATISTICS 


The year 1926 is the eighth of practical co-operation between the Census 
Bureau, the most important statistical organization in the Federal Govern- 
ment, and the two Associations invited in 1918 by the Secretary of Com- 
merce to form an advisory group. 

During the past three or four years, which may be regarded as the 
height of what is known as the intercensal period, during which the co- 
operation of the two Associations is less urgently needed than in the census 
period proper, but two or thre conferences have been held annually of the 
Joint Committee with the Bureau. During the past year there have been 
but two meetings. The first occurred on April 16th and 17th, and the 
second on December 18th and 19th. 

At the first meeting five of the six members were present and the 
Director submitted to the Joint Committee various problems connected with 
the proposed Census of Water Transportation as authorized by the Census 
Act, the policy in connection with which was complicated by the statistics 
already being collected by other branches of the Government in connection 
with this subject. Plans in connection with the Census of Religious Bodies 
were discussed and also the proposed annual Census of Institutional Classes. 
A report was made upon the progress of the monographs originally recom- 
mended by the Committee and still incomplete. The Director outlined to the 
Committee the progress being made in closing up the Agricultural Census 
of 1925, and discussion occurred also upon the Census of Prisoners, upon the 
report upon the blind and deaf, and considerable attention was paid to 
the problem of estimates of population which the Bureau has heretofore 
been accustomed to issue and concerning which there are many related 
problems. The work of the Division of Vital Statistics was reviewed and 
also the work of the Bureau upon a proposed Census of Distribution and in 
connection with financial statistics of cities and the determination of 
immigration quotas. As the result of the sessions, occupying two days, 
eight formal recommendations were made to the Director by the Committee 
for his guidance in connection with the subjects fully discussed. These 
recommendations are appended 

The second meeting, held during the present month, was attended by the 
full membership of the Committee and dealt with the subjects of extension 
of the registration area, estimates of population, the inadequacy of appropri- 
ations for the completion of the recent Census of Agriculture, the practica- 
bility of a Census of Distribution, proposed changes in the format of the 
biennial Census of Manufactures, preparations for the Census of 1930, and 
certain related problems. The current work of the Bureau was also 
reviewed and problems discussed as relating to the religious census, 
financial statistics of cities, transportation by water, and certain other 
current statistical activities, and the Director outlined general conditions in 
the Bureau. Thus the December meeting was a particularly full one, and 
two entire days were occupied with a review and discussion of the activities 
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snd projects of the Bureau, leading up to a number of formal recom- 
mendations, which are also appended. 
. With the approach of the decennial census, preparation for which must 
be taken up in earnest in another year, it was agreed that the various recom- 
mendations of the Joint Committee, now reaching a total of approximately 
one hundred and seventy-five, should be classified by subjects, and the Com- 
mittee will furnish printed leaflets of these recommendations so that they 
may be regarded as a body of general comments bearing upon the practical 
rt quirements of the Bureau during the census and the intercensal periods. 

The Joint Committee invites the attention of the two Associations to the 
fact that this practical co-operation grew out of the precedents established 
so freely during the war for co-operation with the Government by other 
interests, and the Bureau considers the contact of the greatest value. Pro- 
cedure and precedents are now so fully established in the movement of 
these conferences that the meetings of the Joint Committee with the Director 
of the Census resemble to a gratifying degree the stated meetings of the 
hoard of directors of a large industrial enterprise in which the directors 
take far more than a perfunctory interest and each participates in a helpful 
way in meeting large problems and shaping policies. Your Joint Committee 
is strongly of the opinion that few contacts established during or just after 
the war period have survived with such continuing usefulness or have made 
themselves so invaluable to a large Government organization as the assistance 
which is being given by the American Economic and the American Statistical 
Associations to this great statistical organization of the Government in 
meeting its increasing problems, due not only to the demand upon its re- 
sources for new inquiries and greater usefulness to the public, but also from 
that other class of problems which arises from the immense increase in the 
population of the nation which has occurred during the present century. 

Your Committee would fail in its duty in reporting progress to the 
Associations if it did not express its admiration for the manner in which 
Director William M. Steuart of the Census is performing his arduous 
task. We have pleasure in reminding the Associations that it was largely 
due to the earnest recommendation of the Joint Committee, from an entirely 
unbiased standpoint, that Secretary Hoover requested the appointment by 
the President of Mr. Steuart to this important position. 

With much respect, 


For tHe AMERICAN STATISTICAL ASSOCIATION, 
W. S. Rossiter, Chairman. 
E. Cuappock. 
Seymour L. AnNpDReEw. 

For tHe American Economic AssoctaTIoNn, 
Water F. Wittcox. 
Attyn A. Youna. 
Grorce F. Warren. 


December 23, 1926. 
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RESOLUTIONS ADOPTED BY THE JOINT ADVISORY COMMITTEF , 
THE AMERICAN STATISTICAL AND ECONOMIC ASSOCIATIONS 
APRIL 16 AND 17, 1926 
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iking of a census of water transportation RESOLUT 

edule to be filled out by the operators o¢ THE ¢ 

16, would involve a large amount of dupli- 

! other Federal offices, the Committee 163, In vi 

gard to tonnage, equipment, horsepower 

ssels from the records of the Bureau of 


to tonnage of freight and number of 
of Engineers for Rivers and Harbors of 


other important items as are not avyail- 
9 t irces, including gross income, payments 
ind \ é r of persons employed on land, etc. 
of R sodie n the United States, which is about to he 
taken by the B of the nsus for the year 1926, is the fourth special 
census of this character is taken according to law and responds to the 
widespread det for information covering church membership. Wit! 
this end in view t Committee recommends that the enumeration of 
church mem! | be made on as uniform a basis as practicable 
for all deno: d that data regarding church expenditures, church 
schools, and ot} s shall be standardized as far as possible. 
Of the gener ’ of procedure outlined by the Director and Chief 
Statistician it re omission from the report on this census of the 
major part of the | descriptive of the different denominations whict 
was printed in Part II of e 1916 report on religious bodies, provided 
that sufficien tior f the membership regulations of each denomi- 
nation shall be nable a reader to make due allowance for the 
differences in this pect in comparing the figures of one denomination with 
those of another, i ovided that reference be made to the previous 
census volume wl contains full descriptions. 
The Committee recor ! that the monograph upon wages in manufacturing 
industries should published without fail during the present calendar 
vear. 


from 


The Committee c lers that so much time has elapsed since the monograph 


was begun that it essential that this publication should be published 
during the pre lendar vear 


The Committee recommends that the reports on the blind and the deaf be 
published separat in tl nonograph series. It expresses the opinion 
that tabular matter so extensive as is found in the monograph on the blind 


can be justified o1 by special excellence in the material or by special 
demand for infor I detail. 

The Committee recommends that all estimates of population to be published 
before the results of the census of 1930 are available should be published 
as round numbers in order to emphasize the fact that they are only 
approximations 

The Advisory Committee believes that it is unfortunate for the different 
branches of the Federal Government to utilize more than one estimate of 
the population of the United States and recommends that the Director of 
the Census endeavor to obtain a general agreement to use the estimates 
prepared by the Bureau of the Census as the official Federal estimate. 

The Committee believes that the extension of the death registration area and 
the birth registration area at the earliest possible date to include all the 
states is of fundamental importance as a part of the population statistics 
of the country and heartily approves the efforts that the Bureau of the 
Census is making to secure that result. They are convinced that those 
Statistics are essential for informing the public about the health of the 
community and for guiding efforts to improve that health. 

Chief Statistician for Vital Statistics is requested to report to the Com- 
mittee the number and distribution of the published rates in the last annual 
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volume of births and deaths classified by the number of births and deaths 


( 

. involved and by the population involved. 

ion ME RESOLUTIONS ADOPTED BY THE JOINT ADVISORY COMMITTEE OF 

of THE AMERICAN STATISTICAL AND ECONOMIC ASSOCIATIONS 

DECEMBER 17 AND 138, 1926 

tee 163, In view of the expense involved in securing additional information direct from es 
= the operators of the boats, and of the relatively unimportant nature of the ose 5 
— additional items that might be obtained in that way, the Committce approves = if: 
” the limitation of the report on water transportation to that information 5 aa 
F which can be obtained through the Board of Engineers for Rivers and & 
7 Harbors of the War Department, the Shipping Board, the Bureau of Navi- a 

gation, and other governmental agencies now collecting statistics of water 


transportation. 

164. That the Committee approves the policy of the Director of giving publicity 
to the results of any statistical inquiry as rapidly as those results are 
reached and established and recommends that this policy be followed in 
the census of religious bodies. 

165. The Committee recommends that in connection with the statistics of divorces 
now obtained by the Bureau, statistics of annulments of marriages be also 
secured. 

166. In the belief that state registration of marriages and divorces may be 
effectively controlled by the state offices that now have charge of the 
registration of births and deaths, the Committee recommends that the men 
who are now in the field in the interest of the extension of the registration 
areas for births and deaths be instructed to secure information as follows: 

1. Whether any provision is made by state laws for such registration 
or for the collection of records of marriages and divorces by any state office; 

2. The manner in which such state laws are being carried out; 

3. The extent of local interest, if any, in the subject of improved state 
records of marriage and divorce; 

4. Whether any legislation on this subject is pending or is likely to be 
recommended soon by local interests. 

167. The Committee recommends that, on the basis of information thus secured from 
this way and other available sources, measures be taken, as soon as ex- 
pedient, to extend state registration of marriages and divorces. 

168. With reference to the extension of the registration area, the Committee is of 
opinion: (1) That the enactment of a satisfactory law does not of itself 
justify the admission of a state to the registration area, but that the 
degree of efficiency with which the law is enforced should also be taken 
into account; (2) that the Bureau should continue to advise with state and 
city officials with respect to the methods of improving the registration of 
births and deaths; but (3) that as a general rule the Bureau should not 
take upon itself any actual field work looking toward the securing of more 
complete reports of births and deaths. 

169. Recommended that estimates of the population for states be continued down 
to 1930, but that the publication of estimates of population for all counties 
and for all cities under 30,000 be discontinued beginning with the year 
1926. 

170. The Committee reminds the Bureau of its former recommendation that all 
publications of vital statistics be in octavo form and notes that the only 
current publications not now in that form are the reports on births and 
deaths. The Committee recommends that serious consideration be given 
to the adoption of the octavo form in these publications at the earliest 
practicable moment. ‘ 

171. The Committee recommends that the information currently given out respect- 
ing deaths in different cities on account of automobile accidents should 
include: (1) the number of such deaths for the last months, and (2) the 
death rate for the last 12 months, together with such comparisons as may 
be thought desirable with the numbers of deaths in preceding months or 
with death rates in preceding periods of 12 months each. 

172. The Committee recommends that the statistics assembled for the record book 
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REPORT OF THE REPRESENTATIVES ON THE SOCIAL 
SCIENCE RESEARCH COUNCIL’ 
The Social Science Research Council is a body of twenty-one members 
representing the seven national organizations in the United States chiefly 
interested in social research; namely: 


The American Economic Association 

The American Political Science Association 
The American Sociological Society 

The American Statistical Association 

The American Psychological Association 
The American Anthropological Association 
The American Historical Association. 


Each of these organizations through its appropriate agency appoints three 
representatives for a term of three years, one each year. The present mem- 
berships consists of the following persons: 


Economics: 

Professor Horace Secrist, Northwestern University 

Professor Wesley C. Mitchell, Columbia University 

Professor George E. Barnett, Johns Hopkins University 
Political Science: 

Professor Charles E. Merriam, University of Chicago 

Professor Robert T. Crane, University of Michigan 

President Arnold B. Hall, University of Oregon 
Sociology: 

Professor F. Stuart Chapin, University of Minnesota 

Professor William F. Ogburn, Columbia University 

Mr. Shelby M. Harrison, Russell Sage Foundation 
Statistics: 

Professor W. F. Willcox, Cornell University 

Dean Edmund E. Day, University of Michigan 

Professor H. L. Rietz, State University of Iowa 
Psychology: 

Professor Robert S. Woodworth, Columbia University 

Professor Robert M. Yerkes, Yale University 

Professor Floyd H. Allport, Syracuse University 
Anthropology: 

Dr. John R. Swanton, Smithsonian Institution 

Professor Fay-Cooper Cole, University of Chicago 

Professor Roland B. Dixon, Harvard University 


History: 
Professor Guy S. Ford, University of Minnesota 
Professor William E. Dodd, University of Chicago 
Professor Arthur M. Schlesinger, Harvard University. 


*This report was prepared by the Chairman, C. E. Merriam, and submitted to 
the constituent societies. 
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These groups were br nt together by a common feeling that closer 
co-operation in dealing with related overlapping problems was eminent] y 
desirable. The poli the ( incil have become clearer with the ex- 
perience of three year { trial and error. Broadly stated these purposes 
are to bring together ttered or olated workers upon similar Social 
problems; to avoid need d ition of effort; to foster the co-operation 
of research workers: to stimulat. nd encourage research in important 
fields not now covered: to ¢ hasize the development of increasing ; 
scientific methods of n cial studies: occasionally to undertak, 
research directly throu ts own committees; to aid in the process of 
developing scientific s it control and where that is not possible more in- 
telligent and constructive ideas bout the processes involved in social rela 


tions. 


Organization 


The Council usually holds three me: tings a year in which its fundamental 


policies are determined Auxiliary to the Council are its various commit- 
tees, seven in number. Th, re: the Executive Committee: the Commit 
tee on Problems and Policy, with a « ries of advisory committees; the 
Committee on Fellows! ips; the Committee on Scientific Aspects of Human 
Migration: the Committe n Scientific Method in the Social Sciences: the 
g 
Committee on Social Scienc: Abstracts: the Committee on Publication of 
an Index and Digest of State Ly gislation. 
The Executive Committ in ex officio body, composed of the officers 
of the Council (Professor ( harles E. Merriam. Chairman, Professor Wes- 


ley C. Mitchell, Vice Chai) in, Professor Horace Secrist, Secretary, Dean 
Edmund E. Day, Treasurer). di 


‘surer), dealing with budgetary preparation, finan 
cial supervision, and emergen y matters. 

The most important single coy mittee is that on Problems and Policy to 
which most projects cor ing to the Council are referred. and which is 
charged with the general review of the field of research both general and 
specific, with initiating as well as r viewing projects. The membership 
of this committee is: President \rnold B. Hall, University of Oregon, 


Chairman; Professor Edwin ] Gay, Harvard University; Dr. Harold G. 
Moulton, Director of th: Institut f 


ute of Economics; Professor Clark Wissler, 
Museum of Natural History (Ney York) and Yale University; Professor 
Robert S. Woodworth, Columbia University; Mr. Shelby M. Harrison, 
Vice General Director, R issell Sage Foundation; Charles E. Merriam, 


University of ( ‘hicago. 


The other committees of the ¢ ouncil are: the Committee on Fellowships, 
Professor Wesley C. Mitchell, Columbia University, Chairman; Committee 
on Scientific Aspects of Human Migration, Dean Edith M. Abbot, Univer- 
sity of Chicago, Chairman: ( 


ommiutt 


tee on Social Science Abstracts, Pro- 


fessor F. Stuart Chapin, Univer ity of Minnesota, Chairman; Committee 
on Scientific Method in t Social Sciences, Professor Horace Secrist, 
Northwestern University, Chain 


tirman; Committee on Annual Publication of 
Index and Digest of State Le 


ate gisiation, Professor Joseph P. Chamberlain, 
Columbia University, Chairman 
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It is not possible or desirable to present here a detailed account of the 
work of all these committees, but a brief review may appropriately be made 
{ their activities. All of these committees met, it may be said, in the 
August-September session at Dartmouth, to which reference is made 
later. 


Committee on Fellowships 


The following fellowships were awarded during the year 1926: 


Carter L. Goopricu (Ph. D. Chicago) 

Assistant Professor of Economics, University of Michigan, Ann Arbor, 
Michigan. 

Project: A comparative and genetic study of the Australian Labor 
Movement. 

MartHa Guernsey (Ph. D. Michigan) 

Instructor in Psychology, University of Michigan, Ann Arbor, Michigan. 

Project: A study of human behavior (particularly in children) in the 
light of gestalt principles with special reference to spatial perception, 
“insight,” and instinct as factors in visual-motor problems and situ- 
ations. 

LawrENCE R. Guitp (M. A. Yale) 

Professor of Economics, Tusculum College, Greeneville, Tenn. 

Project: Labor conditions in the American small town, with special 
reference to Ohio. 

Norman E. Himes (M. A. Harvard) 

Instructor in Economies and Sociology, Cornell College, Mount Vernon, 
Iowa. 

Project: The history of the birth control movement in England with 
special reference to the development and work of the birth control 
clinics. 

Sytvia Kopatp (Ph. D. Columbia) 

Teacher, research worker and journalist, New York, N. Y. 

Project: An approach to the problem of democracy and leadership in 
trade unions, through an analysis of the left-wing movement in the 
needle trades. 

Hernricu Kriver (Ph. D. Stanford) 
Instructor in Psychology, University of Minnesota, Minneapolis, Minn. 
Project: The eidetic disposition in different racial and national groups. 
Austin F. Macponatp (Ph. D. Pennsylvania) 

Associate Professor of Political Science, University of Pennsylvania, 
Philadelphia, Pa. 

Project: A comprehensive field study of the grants made by the Federal 
Government to the states. 

Rosert Reprietp (Ph. B., J. D. Chicago) 

Instructor in Social Science, University of Colorado, Boulder, Colorado. 

Project: An ethnological and sociological study of a typical Mexican vil- 
lage community as a contribution to the background of the Mexican 

immigrant in the United States. 
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Gerow Tanguary Ropinson (M. A. Columbia) 
Instructor in History, Columbia University, New York, N. Y. 


Project: The peasant movement in the first phase of the Russian |} 
lution (March to November 1917). 


Hersert WALLACE SCHNEIDER (Ph. D. Columbia) 


Assistant Professor of Philosophy, Columbia University, New York. 

Project: A study of the growth of the political theories of the Fascist; 
in Italy with special reference to their motivation in particular soci] 


groups and problems 
Wa ter Rice Suarp (Docteur en Droit, Bordeaux) 
Assistant Professor of Political Science, University of Wisconsin, Mad- 
ison, Wisconsin 
Project: A study 


f the problems of personnel administration in the 
public service of 


lected European states, with special reference to 
France. 


Hitt Wooppy (Princeton) 


Graduate Student, University of Chicago, Chicago, III. 
Project: A study of nominating methods in selected European coun- 
tries. 


The following fellows are reappointed for one year: 


Cuarves W. Everett (M. A. Columbia) 
Instructor in Department of English and Comparative Literature, Colum- 
bia University, New York, N. Y. 
Project: The life of Jeremy Bentham and the editing of his unpublished 
manuscripts. 
Marcus Lee Hansen (Ph. D. Harvard) 
Assistant Professor of History, Smith College, Northhampton, Mass. 
Project: A basic study of the origins of the foreign elements in the 
settlement of the Upper Mississippi Valley. 
Stertine D. Spero (Ph. D. Columbia) 
Fellow, New School for Social Research, New York, N. Y. 
Project: The position of the negro in industry. 


The following fellows are reappointed for terms of less than one year: 
Lutuer Ler Bernarp (Ph. D. Chicago) 
Formerly Professor of Sox iology, University of Minnesota, Minneapolis, 
Minnesota. 
Project: A study of the development of the social sciences in Argen- 
tina. 
Harovp F. (Ph. D. Chicago) 


Instructor in Political Science, University of Chicago, Chicago, III. 
Project: Factors determining the extent of popular participation in 
elections in typical European States. 
JosepH Pratt Harris (Ph. D. Chicago) 
Instructor in Political Science, 


University of Wisconsin, Madison, Wis- 
consin. 
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Project: The workings of election registration systems in the United 
States. 
Simon S. Kuznets (Ph. D. Columbia) 
Fellow in Economics, Columbia University, New York, N. Y. 
Project: Secular trends in economic theory, their interrelations and 
their bearing upon cyclical fluctuations. 


A statement of the policy and purposes of the Committee has been drawn 
up by the Chairman, Professor Wesley C. Mitchell, approved by the Coun- 
cil, and published in the December issue of the Political Science Quarterly. 
Broadly speaking, the purpose of these fellowships is the development of 
available personnel for the prosecution of studies in the field of social re- 
search. From the character of the reports of the fellows it is clear that 
substantial progress is being made in this direction. 

These fellowships are, of course, in no way competitive with ordinary 
university fellowships but are designed for more mature persons of post 
doctorate type or of equivalent intellectual maturity. They correspond 
roughly to the fellowships awarded by the National Research Council in the 
field of natural science. The fellowships are not limited in time and are 
adequate in amount, and therefore afford unusual opportunity for special 
research on the part of men otherwise overburdened with other duties. It 
is hoped that there may be more general appreciation of the possibilities 
offered to students of the social sciences, through this agency. 


Scientific Method in the Social Sciences. 


This committee under the chairmanship of Professor Secrist of North- 
western University has made notable progress during the last year. Although 
one of the original committees of the Council, it has been difficult to obtain 
adequate funds for its support, and hence progress has been slow. 

The specific purpose of the committee is to undertake an inquiry particu- 
larly into the methods and standards employed by social research agencies 
in the United States with a view of comparing these methods and of obtain- 
ing data valuable for the further development of social research. ‘This 
will involve a somewhat critical and technical analysis of the methods pur- 
sued by a variety of groups actually engaged in the collection, analysis, and 
interpretation of social data. 

A plan for the organization and development of a case book illustrating 
distinctive types of social method in the several branches of social research 
has been formed, and with the co-operation of many specialists in this 
field seems likely to go forward to completion in the near future. This 
committee’s work in no way overlaps the listing recently made of the re- 
search projects now under way in all the various humanistic sciences, but 
is concerned with the far more fundamental question of effective method in 
attacking social studies. 


Committee on Abstracts of Social Science Periodical Literature 


Under the chairmanship of Professor F. Stuart Chapin, University of 
Minnesota, this committee has carried on the project upon which it has been 
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study of world moven 


on, carried on in connection with the 
League of Nations Inte: nal Bureau of Labor, has been developed 
successfully and will be ted in tl spring of 1927. When completed 
it will constitute a fur ction and analysis, in four volumes, 


of the chief migratory n recent times. 
Professor Gamio’s stud t ecedents of Mexican migration has 
also made progress, and 


npleted this year if present plans are 
carried out. The work distinguished Mexican scholar is expected 
to throw much light upon t problem of the Mexican in America. 

This committee has considered numerous other projects in the field of 
migration, and has prepared in the report which it presents by Dean 
Abbott, the chairman, a comprehen ve outline of research projects now in 
progress and other important fields ren aining untouched. 
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to be desired in the way of complete unity of program, it nevertheless 
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illustrates some of the possibilities of more intimate relationship between 
these two bodies. 


Committee on Problems and Policy 


This committee was organized in 1925 as a result of an attempt to 
articulate more closely the work of the several committees of the Council, 
and now plays an important role in Council affairs. The committee con 
sists of six members chosen by the Executive Committee for a term of three 
years, and it is now under the chairmanship of President Arnold B. 
Hall of the University of Oregon (membership given above). This com- 
mittee considers projects and policies referred to it by the Council, and 
also any other problems it may see fit to initiate. The committee will 
ordinarily deal with the following aspects of the problem for scientific 
investigation: (1) the practicability of scientific investigation; (2) ade 
quateness and appropriateness of the technical plans and budget involved; 
(3) selection of personnel for the supervision of the problem. The com- 
mittee has power to appoint advisory committees to consider special 
fields of research. Such committees were appointed in 1926 as follows: 


Advisory Committee on Corporate Relations 


Mr. George O. May, New York City, Chairman 
Mr. A. A. Berle, Jr.. New York City 

Professor William Z. Ripley, Harvard University 
Mr. Waddill Catchings, New York City 

Professor I. L. Scharfman, University of Michigan 


Advisory Committee on Crime 


Professor John L. Gillin, University of Wisconsin, Chairman 
Mr. Alfred Bettman, Cincinnati 

Professor Ernest W. Burgess, University of Chicago 
Professor Felix Frankfurter, Harvard University 
Judge Learned Hand, New York City 

Dr. Hastings H. Hart, Russell Sage Foundation 
Professor Raymond Moley, Columbia University 
Professor Justin Miller, University of California 
Professor Thomas W. Salmon, Columbia University 
Professor John B. Waite, University of Michigan 
Professor E. A. Hooton, Harvard University 


Advisory Committee on Cultural Areas 


Professor William L. Westermann, Columbia, Chairman 
Professor Clark Wissler, Yale University 
Professor W. I. Thomas, New School for Social Research 


Advisory Committee on Grants-in-Aid 


Professor Dana C. Munro, Princeton, chairman 
Professor Matthew B. Hammond, Ohio State University 
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President Henry T. Moore. Skidmore College 
Professor Morton A. A h, Tulane University 
’rofessor Leonard D. V te, Unive rsity of Chicago 
Advisory ¢ ttee on Industrial Relations 
Mr. Henry S. Dennisi Framingham, Mass.. Chairman 


Dr. Walter V. Bir Personnel Research Federation 
Professor John R. ( mons, | niversity of Wisconsin 
Mr. Matthew Woll. W ton, D. C. 


Professor Walton H Ha 


ton, Brookings Graduate School of Economics 
and Government 


Dr. Harlow S. Person, Tavlor So iety 

Professor Leo We in, New School for Social Research 

Professor Jos¢ ph W. Willits, Unive rsity of Pennsylvania 

Miss Mary Van Kleeck, R ell Sage Foundation 

Professor C. S. Yoaku University of Michigan 
Advisory ( ittee on International Relations 


( hairmanship yet unsettled 
Professor Archibald C. ( lidge, Harvard University 
ity of Chicago 


Professor Fay-Cooper 
Mr. Walter S. Tow: New York Cit 


Professor George G WV mm. Har\ ard University 


Dr. Carl L, Alsberg, Stanford Univ rsity 
Professor Bernadotte Schmitt. Chica 


Professor C. K. Leith, Wisconsin 

Mr. Walter S. Rogers. Institut. ot Current World Affairs, New York 
City 


Advisory ¢ ittee on Inter-Racial Relations 


Mr. William W. Alexan ler, Comn 


Chairman 


Professor Howard W. Od m, Unive rsity of North Carolina 
Professor Joseph Peterson, Px tbody College, Nashville 
Professor T. Wingate Tod 1, Western Reserve University 
Mr. Charles S. Johnson. Journ il of Negro Life 

Mr. Morris N. Work. N » Year Book 


Mr. Carter G. Woodson 


ission on Inter-Racial Co-operation 


Journal of Negro History 


Advisory Committee on Pioneer Belts 
Professor Frederick Merk Harvard University, Chairman 
Dr. Isaiah Bowman, New York ( ity 
Professor Robert E. Park University of Chicago 
Dr. O. E. Baker, Bureau of Agricultural Economics, Washington, D. C. 
Professor N. S, B. Gras, Minnesota 
Professor Roland B. Dis 


Harvard University 
Professor Kimball Young. University of Wisconsin 
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Advisory Committee on Social and Economic Research in Agriculture 


Professor Henry C. Taylor, Northwestern University, Chairman 

Professor John D. Black, University of Minnesota 

President Kenyon L. Butterfield, Michigan State College 

Dr. Joseph H. Davis, Stanford University 

Dr. Lewis C. Gray, Bureau of Agricultural Economics, Washington, 
D. C. 

Dr. Edwin G. Nourse, Institute of Economics 

Professor G. F. Warren, Cornell University 


The Committee on Alcoholism has completed its preliminary survey of 
data available on the workings of the eighteenth amendment, and has out- 
lined further plans for a more comprehensive inquiry into this whole field. 
The arrangements for financing this project, which would cover a period 
of three years, and for the selection of the necessary sponsors and per- 
sonnel are now actively under way. 

Other committees have also been engaged in developing research projects 
and possibilities in their respective fields, but time will be necessary to 
enable them to develop significant usefulness in their several lines of in 
quiry. These committees were appointed in the fall of 1926, and in most 
eases have actively begun the prosecution of their work, although it will 
of course be impossible for them to proceed with full momentum until the 
budget of needs worked out at the Hanover Conference is adequately 
financed. 

Among the more significant of the projects developed are: 

The Committee on Crime undertook a preliminary survey of research 
in crime and criminal justice which is regarded as a preliminary to the 
formulation of other projects in this field. Among other things this will 
include an indication in each case of the methods employed, and the scope 
of the inquiry. 

From the same committee there has come a project for “A Study of 
Personality Traits and Community Factors in Juvenile Delinquency.” This 
will include among other things: (1) a study of the family backgrounds 
of juvenile delinquents; (2) a study of recreational, educational, and 
vocational misfits; (3) a study of voluntary groups and activities of chil- 
dren in their relations to deliquency;(4) a study of the origins of criminal 
careers. 

The Committee on Industrial Relations developed two projects, one 
for “A Study in Changes in Labor Output per Hour in Certain Selected 
Industries, and of Concurrent Changes in these Industries.” Another proj- 
ect of the same committee is entitled, “The Labor Market, A Statistical 
Survey.”” This committee has also considered four projects of fundamental 
significance, although none of these has yet been recommended. These 
projects are: (1) Worker’s Psychological Reaction to Managerial Control; 
(2) Rest Pauses; (3) What Makes Jobs Interesting and Uninteresting ; 
(4) Employee Promotions. 

The Committee on Pioneer Belts has organized a plan for a study of 
a marginal area in western Canada. Such a survey would show in detail: 
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soil and climati izhout the area studied, with accompanying 
descriptions of t resources and limitations of the region: ‘ 
description of met ind settlement, size of farms, and systems of 
farming suited to t physical conditions of the region. Plans fo, 
physical, econon tudies are already well worked out, anj 
plans for a so on of the inquiry are now being developed 
It is assumed that h a study it would be possible to obtain the 
co-operation of gove ntal and other agencies. 
The following eri! the needs of these committees was 
adopted at the Septe ting of the Council: 
Ist Year 2nd Year Total 
Scientific Method $12,500 $ 12,500 §$ 25,000 
Eighteenth Amendment 240,000 235,000 475,000 
Labor Output 7,200 9,700 16,900 
Labor Market 2,400 2,400 4,800 
Industrial Relations Cor 7,500 7,500 
Pioneer Belts 2,500 2,500 
Researches in Agriculture 12,500 12,500 
Personality Traits 1,000 1,000 
Crime and Criminal Justice 15,000 15,000 


$300,600 $250,600 $560,200 
Marginal Areas 100,000 100,000 


$400,600 $259,600 $660,200 


Juvenile Delinquency £5,000 40,000 85,000 
Total $445,600 $299,600 $745,200 
A grant of $127,500 toward this budget has been recived, $42,500 con- 
ditioned however on t ng of $42,500. With these resources, assum- 
ing that the condition be met, it will be possible for the several advisory 
committees to devel t work in significant directions during the coming 
two years. 
In this connection it may be well to restate the general purposes of 
the Council, determined in 1925 and still applicable. 
1. Ordinarily it will be the policy of the Council not to undertake in- 
vestigation directly except in the case of preliminary studies. 
2. Ordinarily the Council will deal only with such problems as involve 
two or more d plines 
3. Generally it will be the policy of the Council to serve only as a 
clearing house in regard to matters of research in the social science 
field. 


Hanover Conference 


In 1925 the Committee on Problems and Policy and the Council met 
at Hanover, New Hampshire, with a group of psychologists. The per- 


sonal relationships established in this conference and the opportunity for 
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the discussion of common problems proved so important that a four weeks’ 
conference of social scientists was organized and conducted in the sum 

or of 1926. All of the Council’s committees were brought together, with 
thers interested in special subjects at various times. ‘The Problems and 
Policy Committee held a session of one week, and the whole Council 
held 2 week’s session. Problems presented by distinguished social scientists 
were discussed as a part of the evening program. 

Without stopping to discuss the details of this significant conference, 
it may fairly be said to constitute one of the most important centers of 
interest in social science and to offer striking possibilities of still further 
development. It is hoped that it will be possible to continue this summer 
conference for an indefinite period, doubtless with change of method as 
time goes on. In the opinion of practically all those in attendance, no 
device has proved so effective in bringing about significant contacts, personal 
and scientific, as this conference held under such unusually favorable cir- 


cumstances. 


Finances 


During the last year the administrative work of the Council has been 
placed upon a firmer basis than before. A budget of $20,000 a year, 
*10,000 a year for the Committee on Problems and Policy and $10,000 
a year for the administrative needs, has been generously underwritten for 
a period of five years by the co-operation of Russell Sage Foundation, the 
Laura Spelman Rockefeller Memorial Foundation, the Carnegie Corpora- 
tion, and the Commonwealth Fund, each of which has contributed the sum 
of $5,000 a year (with some variations as to term of grant). This will 
make possible much more energetic prosecution of the work of the Council 
than ever before, and should result in greatly increased effectiveness of 
our activities. While it is foreign to the purpose of the Council to build up 
a heavy overhead administrative service, nevertheless, a minimum of staff 
is necessary to make possible the execution of our purposes, as the work of 
the Council and its committees expands. The annual budget of the Council 
is now over $200,000 and is likely in the near future to exceed this amount 
materially. 

On the whole, the most significant points in the Council’s activities in 
the year 1926 have been: 


1. The financing of the adminstrative budget of the Council, and the 
consequent strengthening of the work of the Committee on Prob- 
lems and Policy and the central office. 

2. The establishment of the summer conference at Dartmouth. 

3. The development of the program and advisory committees of the 

Problems and Policy Committee, and the partial financing of the 
necessary budget for the next two years. 

4. The completion under the Migration Committee of the significant 
project of the Relation of the Mechanization of Industry to Mi 


gration, and the notable advance toward completion of the study 


of the basic data of migratory movements by Professor Willcox. 
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The completion of the preliminary examination of the available 
data in the workings of the Eighteenth Amendment. 

Speaking more broadly of some of the general policies of the Couneil 
it is perhaps important to indicate 
of the Council to und 
A broad view of the 


again that it is not the primary function 
investigation of its own, except in rare instances. 
ul research projects under way, approval of 
significant plans, bringing together of unrelated workers, stimulation of 
d, emphasis on the vital importance of nore 
severely scientific methods, these will constitute the chief work of the 
Council. And this i f itself a large and difficult task, in view of the 
multiplicity of research , the inadequacy of methods often employed, 
and the neglect of many important fields altogether. 

The work of the Coun in the field of crime study is an example of the 
possibilities in this direction, for here we find numerous and ill-assorted 
plans of widely different merit and scope, scattered groups often working 
in the dark without regard to each other's plans and purposes, methods often 
grossly inadequate, fields of inquiry siieaniinn neglected ‘or 
inadequately developed wise the field of international research affords 
an example of the possibilites of Council assistance. Here are many really 

lel; ered, studies in the Pacific, studies in South 
America, studies in Europe, and studies 


research where now neglecté 


related projects widely 


Africa, science and propaganda 

methods often antiquated. In such fields 
in opportunity at relatively little expense to aid 
materially in the advancement of scientific research, by taking a view of 
the situation as a whole, using its good offices for the more intimate co- 


ordination of plans and ies and for their more scientific development. 
The Dartmouth Conference, if 


ties which have 


often hopelessly cont 


as this the Council has 


made permanent, offers unusual opportuni- 
not been fully utilized as yet. This is a unique method of 
bringing together each a significant group of men and women inter- 
social research, under an environment very 
favorable to leisurely reflection on the significance, methods, and _inter- 
relation of a set of fundamental questions in the social field. Such an 
opportunity is not usually afforded in the universities, in research institutes, 
in the annual sessions of our several associations, or elsewhere; and 

is full of important possibilities for the future of social science. Here are 
the conditions under which new contacts, new insights, new integrations, 
and new ways opened in the direction of 
have found no documents more valuable in 


my own work than the proceedings of the Conferences of 1925 and 1926. 


The best thought of the Co 


ested in the basic proble 


new valuations may be gained: 


social advance. For myself | 


neil and of its constituent societies and mem- 
bers might well be directed toward making this Conference a still more 
valuable occasion for the development of our research than it has yet be- 

come, significant as the Conference has already been 
Another significant problem of the Council is that of obtaining still 
with the students in the field of natural science. 


more intimate co-operation wit] 

We have taken steps in this direction through the establishment of over- 
lapping committees on Scientific Aspects of Human Migration, on Pioneer 
Belts, and especially by 


inviting into our Council two organizations now 
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ble represented in the National Research Council; namely, the American 
Psychological Association and the American Anthropological Association. 
ci] These contacts have been helpful and stimulating, and we trust they may 
ion be continued and extended as time goes on. As the methods of social re- 
“| search become increasingly scientific and as the social implications of cer- 
of tain of the natural sciences become clearer, it is inevitable that there 
of should be a narrowing of the dangerous gap that now lies between the 
dre natural and the unnatural sciences. Are child welfare, sex, vocational 
he guidance, honor courses in American colleges and universities, and engi- 
he neering wholly devoid of social implications? There are some who think 
ad. that the next great advance of the human race may be made in the fieid 
of social science, whether it is called social science or by some other name. 
he | express my own opinion only when I say that far more intimate rela 
ed tionships between natural and unnatural science are imminent in a future 
ng startlingly near, and that the scope and method of the study of human 
i behavior are likely to fall upon days, so revolutionary, that ordinary politi- 
or cal and economic revolutions will appear as mild and ineffective murmurs. 
ds It would of course be unwise even if possible to hurry our friends in the 
ly fields of natural science; in fact from my observation many of them are 
Hh more hopeful of the genuinely scientific development of social research than 
la are some of the more traditionalized social researchers themselves. 
Is From another point of view it will be necessary in the near future to 
id provide for some authentic statement and interpretation of the major re- 
yf sults obtained in the field of social science for the benefit of the community. 
- At present there are certain periodicals through which the results of re- 
t. search are made public, but this public is only a very limited group as 
‘ a rule of a few thousands. It is essential that there shall be also a means 
f by which the public may be kept in touch with what is going on in the 
‘. scientific world, through the newspaper, the popular periodical, or other 
™ similar agencies of wide circulation. Such a service is already maintained 
* for education in natural science, and it is even more necessary in the case 
. of social science. I am transmitting to the Committee on Problems and 
‘ Policy a report on this subject which may perhaps be made the basis 
t for the development of more reliable public information on the types of 
¥ problems and the results of the inquiries now going on in the wide fields 
of social research. Already there is a wide gap between what the com- 
f munity thinks social research is and what it actually is, and this gap is 
, apt to become wider and wider unless active steps are taken to carry our 


public along with the changes and developments that are going on. 
Nor can we afford to ignore in the multiplicity of mechanisms, the ever- 
present problem of constructive social thinking in the light of the knowl- 
edge we now have. It will be some time before our knowledge of social pro- 
cesses is adequate. In the meantime there is urgent need for the application 
of the gross results of our inquiries to the problems of the world in which 
we live. It is imperatively necessary that every precaution be taken that ge 3g 
technical results in social research be communicated to those in positions = 
of responsibility to the community, interpreted as carefully as possible. In ae 
the case of the Council’s study of the Eighteenth Amendment we have taken 2 
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a step as to which I must say I was some what dubious, but which on more 
complete deliberation se¢ to represent a line of action which from time 
to time we shall find itable; namely, that of giving to the community 
the gross results of the best available knowledge as carefully documented 
as possible, taking care to point out their limitations and the possibilities 
in the way of more complete and useful data. I do not suggest this as 
the steady diet of the ¢ neil, but from time to time such action wil] 
probably be unavoidat nd even desirable. 

New and fundament itions may be found in the most intensive, 
prolonged, and preci tudy of the most minute processes. But perhaps 
the truth regarding relations may also emerge, at the other end, 
through the refinement t ind error to a control situation that finally 
approaches the scientif In medicine there developed certain devices 
through which practi ilts are obtained without always knowing 
precisely how or why [Types of such situations in social relations ar 
the school, the army ‘ nd housing plans, model or experimental 
undertakings in industry) 1 agi lture. socialized medicine. 

In any case it is hig mportant to devise more adequate techniques 
for observing, measuring | recording samples of the numerous types of 
social experiments now rogress Probably with such observations 
would come suggestions for betterment of the process. 

Social research has often been singularly uninventive and infertile, to 
such an extent that an friendly critic might allege that the effect of 
social study was to prod timidity and paralyse initiative. Invention has 
been left large ly to the l of tl prophets, the ardor of the embattled 
enthusiast for race, or or group, the fanatic, radical or reactionary 
whose pattern fits him f paganda rather than for science. It is of 
course a great task to tra t desirable traditions, but it is equally im- 


portant in a rapidly changing world to suggest new types and forms better 


adapted to new situation 


In some quarters there seems to be a vague fear that the Council is 
moving in the direction of centralized, standardized research, conducted only 
by groups and committees and institutions and excluding the individual. 
Nothing could be farther from the real purposes of this body as I under- 
stand them. It is obvious that research must be conducted in many centers 
under many auspices, that ny ways and means will be employed by many 
men of many minds. Nothing is more certain than that individual in- 
sight, flash of genius, bril t statement of a problem or patient pursuit 
of an obscure trail to a great truth, will be an indispensable part of the 
development of the social ences, if they are to attain the goal toward 
which we all look. The whole purpose of the Council wilk be lost if we 
-annot aid these creatiy ts, if we cannot provide for them better facil- 
ities, if we cannot help the n the discovery and solution of problems. 
Obviously also there ar lertakings no one person can carry through 
alone, and syntheses and points of view in which many are better than one, 
but this should not obscure the fact that all research cannot be successfully 


centralized and standardized 
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In conclusion, I venture to hazard the reflection that the influence of 
this Council is likely to be measured and indeed is already measureable, 
not merely in terms of projects, co-ordinations, discoveries, formulas, 
methods, insights, and skills, but in the finer personal understanding among 
research men, in the closer scientific fellowship without which social re- 
search will fail to reach its full measure of attainment. With this may 
come as time goes on a more cordial working relationship with our friends 
in the nearby fields of natural science, and, on the other hand, more sig- 
nificant contribution to the constructive intelligence in social affairs which 
is the final end of social science. 


Respectfully submitted, 
Westey C. 


Horace SEcristv. 
Georce E. Barnett. 
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REPORT OF THE REPRESENTATIVES ON THE AMERICAN 
COUNCIL OF LEARNED SOCIETIES’ 


1 International Activities 


The ACLS was represented at the seventh annual meeting of the UAT at 


Brussels in May, 1926, by Mr. Waldo G. Leland of the Department of 
Historical Riceens h « Carnes nstitution of Washington, and Pro- 
fessor Louis J. Paetow of the University of California. A summary of the 
proceedings will appear 11 the Bulletin of the ACLS for May, 1927. A 
proposal submitted by the ACLS for a survey of current bibliography 


covering the field of the UAI was approved within the limits of available 
resources. The International Institute of Intellectual Co-operation was 


requested to undertake the corre spondence and compilation for countries 
outside of the American continents and the ACLS for North and South 
America, and Mr. Leland was chosen to represent the Union in dealings 
with the IIIC and the ACLS. The following minute was unanimously 
adopted: ‘The UAI calls attention to the fact that its statutes exclude no 
nation, but that on tl ontrary they provide the procedure whereby 
academies still outside the Union can be admitted to its membership.” In 
the informal discussion of this minute, Mr. Leland reports that it was inter- 
preted as an invitation to the Central Powers to apply for admission. Mr. 
De Sanctis was chosen president of the Union replacing Mr. Homolle, 


deceased, and Mr. Pottier as vice preside nt, replacing Sir Paul Vinogradoff, 
deceased. 


2. Domestic Activities 


Buiietix. Bulletin 5 of the Council appeared in May, 1926, and Bulletin 
6 is planned for May, 1927. It is proposed in the near future to change the 
Bulletin from an annual to a semi-annual or a quarterly, and to make it 


more adequately a medium of information regarding research projects 
actively in progress Members of the constituent societies can secure 
copies of the current number of the Bulletin by request addressed to the 
Secretary of the Council 

ConFERENCE oF SECRETARIES OF THE ConsTITUENT Societies. The third 
annual conference of s¢ taries will be held in New York, January 28th 


next. Professor E. W. Burgess, Secretary of the American Sociological 


Society, is in charge of the arrangements and the docket. 

MepievaL Srupies. Out of the activities of the Committee on Medieval 
Studies of the Council the Medieval Academy of America has come into 
being and has taken over the work in this field heretofore conducted by the 
Council, including the bulletin on the Progress of Medieval Studies in the 
United States. The application of the Medieval Academy for admission 
as a constituent society will be submitted to the Council at its next annual 
meeting. 


Dictionary or American Biocrapuy. Professor Allen Johnson, heretofore 


‘This is a common rey 


prepared by the Secretary of the ACLS, Professor 


Edward C. Armstrong, and submitted to the constituent societies. 
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of Yale University, assumed his duties as editor on February 1. The staff 
as at present organized consists of the editor, four assistants, and a secretary 
and a stenographer. The list of persons whose biographies will be included 
is now substantially complete. Writers have been secured for nearly six 
hundred biographies, chiefly in A and B, and two hundred manuscripts 
have already been received. Under the terms of the agreement with the 
New York Times Company, Volume I is to appear before August, 1929. 
The remaining nineteen volumes ar © xpected to be issued at the rate of 
three per year. The editorial offices are located in the Hill Building, 17th 
and Eye Sts., Washington. The Committee of Management, J. F. Jameson, 
Chairman, has held three meetings during the year. 

Smacit Grants 1N Arp oF Researcn. The Committee on Aid to Research, 
G. S. Ford, Chairman, made its awards for 1926 on March 31 under the 
annual subvention of $5,000 from the Laura Spelman Rockefeller 
Memorial. Twenty-one grants, in no case exceeding $300, were distributed 
to scholars in various parts of the country to further projects they are 
engaged upon. They are at present reporting upon the progress so far 
made, and usually the grant has resulted in a substantial gain of time needed 
for the completion of the projects. In some cases the results are already 
in press. In one instance the grant from the Council brought about its 
duplication from another source. Applications for 1927 must be in the 
hands of the Committee by the end of January. Copies of the circular 
giving information as to procedure and conditions may be obtained from 
the secretaries of the constituent societies, from Dean G. S. Ford, Uni- 
versity of Minnesota, or from the Secretary of the Council. 

Survey or Researcu. Under a grant from the Carnegie Corporation the 
Council is approaching the completion of a survey of research in the 
humanistic and social sciences. The Director of the survey, Professor 
F. A. Ogg of the University of Wisconsin, devoted his time to the survey 
from February 1 to August 1, with headquarters at Washington. He has 
now returned to his regular duties, but is expecting to make to the Council 
within a few months the report which will sum up the results of the survey. 
The Executive Committee of the Council has taken action authorizing the 
Director to distribute to the respective societies the materials which he 
collected from individual members of the constituent societies regarding 
research projects, with the suggestion that each society submit the material 
to its research committee or some other appropriate agency, in the hope that 
it may be used as the basis for a digest of the present tendencies and 
prospects of reseach in the given subject. It is requested that the Council be 
kept informed of any steps that may be taken by the societies, and when 
these steps result in a digest or other report that a copy of this be trans- 
mitted to the Council. 

Speciat Prosects or Researcu. During the year two important research 
projects have received the strong endorsement of committees of specialists 
named by the Council, one of them the project of an individual scholar, 
the other a co-operative project of a group, and there is ground to hope 
that in the near future funds can be secured for financing both undertakings. 
The Committee on a Catalogue of Foreign Manuscripts in American Libra- 
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ries, Karl Young, ¢ ind the Committee on a List of Serial Publi 
cations of Foreign ¢ Miss Adelaide Hasse, Chairman, are also 
actively seeking the t support which will enable them to put their 
projects into operat 
ADMINISTRATIVE PLA FINANCI The General Education Board has 
just consented to pr ! 1 period of five vears, the necessary 
administrative expe! maximum of $25,000 per year. The 
appropriation was mad n the basis of a budget which was submitted to 
the Board by the ¢ v hic lled for the sum above named. This 
generous grant w ( neil to secure a full-time executive 
officer, to establish } t | lquarters, to increase the facilities of the 
committees of eminent rs who re so gt nerously giving their co- 
operation in proble1 nd } ts of research, and in various other ways to 
facilitate the work w thin t ope of the Council. The details 
of the application t t will be determined by the Council at its 
annual meeting in Jar t it can already be foreseen that the capacity 
of the Council to s« ts represented by the constituent societies 
will be vastly increased new status goes into effect. 
Respectfully submitted, 
Watter F. Witicox 
Tuomas W. PaGe 

In addition to the t ictivities, the following resolutions 
will be presented for ad by the Executive Committee of the American 
Council of Learned Soci it it nnual meeting in January, 1927: 

1. Upon notification ny constituent society of the amount of the 
necessary expenst ncurred by the delegates of the given society 
incident to att pon tl nnual meeting of the Couneil, the 
Treasurer of the | neil shall be authorized to pay from available 
funds into the t the society in question one-half of said 
amount. 

2. When any s} t ( t Council is called, the necessary 
expenses of th t hall be met by the Council and paid over 
directly to the del from the funds of the Council. 


8. The above action take effect only after the annual meeting of 


1927. 


A question was raised by Mr. E. A. Harriman, Counsel for the American 
Economic Association, « rniz the le gal status of the American Council 
of Learned Societies. 1 question was considered by the Council at its 
annual meeting in New York City in January, 1926. It was referred to a 
special committee, consist f Joseph P. Chamberlain of Columbia Uni- 
versity Law School, Walt I. Willcox of Cornell University, and J. 
Franklin Jameson of the Car Institute, Washington, with authority to 
employ counse! and aut ition to propose amendments to the constitu- 
tion of the Council. T! rt of that committee is printed herewith in 


full: 
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REPORT TO THE EXECUTIVE COMMITTEE OF THE COMMITTEE ON 
ORGANIZATION OF THE AMERICAN COUNCIL OF 
LEARNED SOCIETIES 


Your Committee has considered carefully the questions raised in respect to the 
Constitution and By-Laws of the Council and the legality of its action under the 
Law of the District of Columbia, under which it was incorporated. We have sub- 
mitted the matter to Mr. Charles Warren who acted as our counsel in the in- 
corporation, and have had the benefit of his advice. The Commiitee accepts his 
opinion that it is not necessary to change the fundamental organization of the 
Council. A modification of the By-Laws to take away the constituent societies 
of the Council control over its activities and to vest that control in the Executive 
Committee would change the principle of federation upon which the Council is 
built, and should be avoided unless imperative. 

The very valuable discussion that resulted from the suggestion of change brought 
out the importance of an amendment to the Constitution to permit the withdrawal 
of a constituent society. Mr. Warren suggests the recasting of 3-b of the Consti- 
tution to read as follows: 

“3-b. By vote of three-fourths of the members of the Council, any 
other society may be permitted to appoint two delegates and such 
delegates shall thereupon become members of the Council. Any society 
whose delegates are members of the Council, may, at the end of any fise l 
year, terminate the membership of its delegates in the Council.” 


The new material is italicized. 


One of the principal difficulties feared as a result of the present organization 
of the Council was in connection with the gift by Mr. Ochs of the New York Times 
for the Dictionary of American Biography. Mr. Warren not only acted for us in 
the incorporation, and for both the Council and Mr. Ochs in preparing the agree- 
ment of gift for the Dictionary of American Biography, but he is now a member of 
the Committee of Management of the Dictionary. The Committee feels that there 
is little to apprehend on this score, since no revenues from the sale of the Dictionary 
come to the Council until the advances from the New York Times have been 
repaid. 


Respectfully submitted, 


P. CHAMBERLAIN 
J. FRANKLIN JAMESON 
W. F. Wiiticox 


Professor Willcox, as representative of the American Economic Associ- 
ation on the Council and a member of the Committee that drafted the above 
report, recommended its approval by the American Economic Association. 
Since the amendment makes provision for the withdrawal of any constituent 
society at the end of a fiscal year, and since there are now no conflicts of 
interest that might involve this Association in a financial loss, the Executive 
Committee voted to accept the report as submitted. 
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REPORT ON THE PROJECT OF THE ENCYCLOPAEDIA OF THRE 
SOCIAL SCIENCES 


As Chairman of t itive Committee of the Encyclopaedia I beg 


to submit herewith n rt on the operations of the year. 

It was not until tl April of this year that the acceptance of the 
plan was authorized of the Associations involved. This left only 
the month of May to begin the financial campaign before the 
summer vacation. ‘1 n was at once undertaken and was renewed 
with the opening of tl year so that in all there have been three 
months of st ady W ted to the proposition. 

It will be remen the plan contemplates the raising of some 
$650,000. About fi ths of this sum is now assured but on condition 
that the entire amount raised. We are accordingly now on the last lap. 
Naturally, however, t tuation becomes more difficult as the probabilities 


or possibilitic Ss are ¢ ted [t is for this reason that, inasmuch as I have 
hitherto conducted 1 entirely single handed, I would urge every 


ially the officers and representatives on 


the special committe ; the possibilities in their own city or town, 
and to let me know at t rliest practicable moment whatthey can do tohelp. 

Furthermore. inasmu is it is not improbable that the fund may be 
entirely completed during the next few months, it is of the highest im- 
portance that each A tion constitute its representatives to act as a 
permanent committe: rged with the responsible duty of overseeing the 
activities of the Execut Committee in working out the details of the 
plan and putting it ration, in the event that the project becomes 
assured. This invol\ t only the elaboration of a series of important 
financial contracts but, what is of far greater significance, the final decision 


as to the methods, content ind details of the encyclopaedia itself. 
Finally, I should 1 sk for a renewal of the grant made last year 
in order to defray secretarial expenses. 


Respectfully submitted, 
Epwin R. A. Sevieman, Chairman. 


REPORT OF THE FINANCE COMMITTEE 


The Finance Committe: charged with the supervision of the investments 
of the Association. In discharging this responsibility, the Treasurer is 
requested to submit from time to time a list of the security holdings and a 
statement of any funds available for investment. In July, on the recom- 
mendation of the Committee, the Treasurer purchased the following 
securities: Par Cost 

Great Northern Railway Company, 7% due 1936 $1,000.00 $1,189.50 

Southern Ill. and Missouri Bridge, 4% due 1951 1,000.00 822.00 

This brings the total investment of the Association to $27,000.00 par, 
$26,623.25 cost. The annual interest amounts to $1,410.00. Interest on 


idle funds on deposit amounted to $70.00 during the past year, or the 


equivalent of fourteen memberships. 


Respectfully submitted, 
C. H. Crennan. 
Wappitt CatTcHINGs. 


F. S. 
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PUBLICATIONS 


OF THE 
AMERICAN ECONOMIC ASSOCIATION 


1927 


FIRST SERIES 


*Numbers starred are sold only with the set; the supply of those double starred 
is exhausted. For information apply to the Secretary. 


Volume I, 1886 
Price in paper 
1. Report of Organization of the American Economic Association. Pp. 46. $ .50 
2-3. **Relation of the Modern Municipality to the Gas Supply. By E. J. 


James. Pp. 66. By f 
4. Codperation in a Western City. By Albert Shaw. Pp. 106. 75 
5. Codperation in New England. By E. W. Bemis. Pp. 136. 75 
6. **Relation of the State to Industrial Action. By H.C. Adams. Pp. 85. 15 


Volume II, 1887 


1, Three Phases of Coéperation in the West. By Amos G. Warner. Pp. 119. .75 
2. Historical Sketch of the Finances of Pennsylvaiia. By T. K. Worthington. 


Pp. 106. 75 
3. The Railway Question. By Edmund J. James. Pp. 68. 75 
4. Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. .75 
5. Mediaeval Guilds of England. By E. R. A. Seligman. Pp. 113. 75 
6. Relation of Modern Municipalities to Quasi-Public Works. By H. C. 

Adams and others. Pp. 87. 15 


Volume III, 1888 


1. Statistics in College, by C. D. Wright; Sociology and Political Economy, 
F. H. Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. $ .75 


2. **Capital and Its Earnings. By John B. Clark. Pp. 69. 75 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 
Valley, by E. W. Bemis; Report of the Second Annual Meeting. 
Pp. 86. 75 
4-5. **Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 75 


Volume IV, 1889 


1. Contributions to the Wages Question: The Theory of Wages, by Stuart 
Wood; Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 


69. -15 
2. Socialism in England. By Sidney Webb. Pp. 73. 75 
8. Road Legislation for the American State. By J. W. Jenks. Pp. 83. 75 
4. Third Annual Meeting: Report of the Proceedings. Pp. 123. -75 
5. **Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 

Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. 75 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 
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Publications of the American Economic Association 


Volume V, 1890 


1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 
2. Two Essays on Child-Labor. By W. F. Willoughvy and Clare de Graffenried. 

Pp. 150. 75 

3-4. Papers on the Canal Q tion. By E. J. James and L. M. Haupt. Pp. 85. 1.0 

5. History of the New York | perty Tax. By J. C. Schwab. Pp. 108. 1.01 

6. The Educational Value of Po itical Economy. By S. N. Patten. Pp. 36. 15 
Volume VI, 1891 

1-2. Fourth Annual Meeting: R¢ ports, Papers, Discussions. 1.00 

8. Government Forestry Papers by Pinchot, Bowers, and Fernow. Pp. 102. 75 

4-5. Municipal Ownership of Gas in the U. § By E. W. Bemis. Pp. 185. 1.00 

6. State Railroad Commiss ms. By F. C. Clark. Pp. 110. 75 
Volume VII, 1892 

1. *The Silver Situation in the United States By F. W. Taussig. Pp. 118. 75 

2-3. **Shifting and Incidenc Taxation. By E. R. A. Seligman. Pp. 424 

(Revised). 2.00 

4-5. Sinking Funds By Edward A. Ross Pp. 106. 1.00 

6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 75 
Volume VIII, 1893 

1. Fifth Annual Meeting: R. port of the Proceedings. Pp. 130. 75 

2-3. Housing of the Poor in American ( ities. By M. T. Reynolds. Pp. 182. 1.00 

4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 1.00 

6. First Stages of the Tariff Po icy of the U.S. By William Hill. Pp. 162. 1.00 


Volume IX, 1894 


Sixth Annual Meeting: Handbook and Report. Pp. 73. 50 
1-2. Progressive Taxat theory and Practice. By Edwin R. A. Selig- 

man. Pp. 222. (See 1908, No. 4.) 1.00 

8. The Theory of Tran portation. By C. H. Cooley. Pp. 148. 75 

4. Sir William Petty. By Wilson I loyd Bevan. Pp. 102. -75 
5-6. Papers on Labor Problems By J. B. Clark, C. D. Wright, D. R. Dewey, 


Ye Hadley, and J. G. Brooks Pp 94, 


Volume X, 1895 
Seventh Annual Meeting Handbook and Report. Pp. 138. 50 
1-3. The Canadian Banking System, 1817-1890. By R. M. Breckenridge. 
Pp. 478. 
4. Poor Laws of Massachusetts and New York. 
5-6. Letters of Ricardo to Me( 
Pp. 204. (Jn 


1.50 
By John Cummings. Pp. 136. .75 
ulloch, 1816-1823, Edited by J. H. Hollander. 
1.75 
Volume XI, 1896 
1-8. Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 
Pp. 330. $1.25 
4. Appreciation and Interest 3y Irving Fisher. 


Pp. 110. -75 
*General Index to Volumes I-XI (1886-1896). .25 


ECONOMIC STUDIES 


Price of the Economic Stu lies $2.50 per volume in pa er. 
Pp pap 


Volume I, 1896 
Eighth Annual Meeting: H andbook and Report. Pp. 178. -50 
1. The Theory of Economic Progress, by J. B. Clark: The Relation of Changes 
in the Volume of the Currency to Prosperity. By F. A. Walker. 
Pp. 46. 


2. The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by 


H. R. Towne; The Premium Plan, by F. A, Halsey; A Piece-Rate 
System, by F. W. Taylor. Pp. 83. 
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Publications of the American Economic Association 


The Populist Movement. By Frank L. McVey. Pp. 81. 
The Present Monetary Situation. By W. Lexis; translated by John Cum- 
mings. Pp. 72. : 
The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 
Volume II, 1897 


Ninth Annual Meeting: Handbook and Report. Pp. 162. 

Economics and Juris prude nce. By Henry C. Adams. Pp. 48. 

The Saloon Question in Chicago. By John E. George. Pp. 62. 

The General Property Tax in California. By C. C. Plehn. Pp. 88. 

Area and Population of the United States at ‘the Eleventh Census. By W. F. 
Willcox. Pp. 60. . 

A Discussion Concerning the Currencies of the a" Plantations in 
America, ete. By William Douglass. Edited by C. Bullock. Pp. 228. 

Density and Distribution of Population in the United States at the 
Eleventh Census. By W. F. Willcox. Pp. 79 


Volume ITI, 1898 


Tenth Annual Meeting: Handbook and Report. Pp. 136. 

Government by Injunction. By William H. Dunbar. Pp. 44. 

Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 

The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 

The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 

Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 

The State Purchase of Railways in Switzerland. By Horace Michelie; 
translated by John Cummings. Pp. 72. 


Volume IV, 1899 


Eleventh Annual Meeting: Handbook and Report. Pp. 126. 
I. Economics and Politics. By A. T. Hadley. Il. Report on Currency 
Reform. III. Report on the Twelfth Census. Pp. 70. 
Personal Competition. By Charles H. Cooley. Pp. 104. 
Economics as a School Study. By F. R. Clow. Pp. 72. 
The English Income Tax. By J. A. Hill. Pp. 162. 
Effects of Recent Changes in Monetary Standards upon the Distribution of 


Wealth. By F.S. Kinder. Pp. 91. 


NEW SERIES 


**The Cotton Industry. By M. B. Hammond. Pp. 382. (Jn cloth $2.00) 
Scope and Method of the Twelfth Census. Critical discussion by over 
twenty statistical experts. Pp. 625. (In cloth $2.50) 


THIRD SERIES 


Nore.—During 1896-1899 the Association issued its publication in two series, 
bimonthly Economic Studies, and the “New Series” of larger monographs 


the 


printed at irregular intervals. 


1.50 
2.00 


viz., 


In 1900 it reverted to the policy of issuing its 


monographs, now called the “Third Series” of the publications at quarterly intervals. 
Price per volume $4.00. A special rate will be made to libraries on application. 


Volume I, 1900 
Twelfth Annual Meeting: Papers on Economic Theory and Political 
Morality; Trusts; Railroad Problems; Public Finance; Consumers’ 
League; Twelfth Census. Pp. 186. 
The End of Villainage in England. By T. W. Page. Pp. 99. 
Essays in Colonial Finance. By members of the Association. Pp. 303. 
Currency and Banking in the Province of Massachusetts Bay. By A. McF. 
Davis. Part I: Currency. Pp. 464 + 19 photogravure plates. (Jn 
cloth $2.00.) 
Volume IT, 1901 
“Thirteenth Annual Meeting: Papers on Competition; Commercial Educa- 
tion; Economic Theory; Taxation of Quasi-public Corporations; Muni- 
cipal Accounts. Pp. 300. 
Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341. 
+ 18 photogravure plates. (/n cloth $2.00) 
Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 
Administration of City Finances in the U. S. By F. R. Clow. Pp. 144. 
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ican Economic Association 


Volume III, 1902 

Fourteenth Annu M 9 I on International Trade; Industria} 

Policy; Put I Protective Tariff: Negro Problem: Arbitration 

of Labor D ( Mining Industry; Porto Rican Finance; 

Economie Hist y Pp. 4 1.50 
**The Negro in Aft 1 America. By Joseph A. Tillinghast. Pp. 240. 1.25 
Taxation in N¢ w H € By M. H Robinson. Pp. 232. 25 
Rent in Modern Econ theory. By Alvin S. Johnson. Pp. 136, 4 


» 1903 
Fifteenth Annual Meet gy Papers and Discussions on Economics and 

Social Progres J l ms and the Open Shop; Railway Regu- 

lation; Theory of Wage rheory of Rent: Oriental Currency Problem. 

Pp 298 1.25 
Ethnic Factors in the P: n of Boston. By F. A. Bushee. Pp. 172. 1.00 
History of Contract | the Hawaiian Islands. By Katherine Coman. 

Pp. 74 15 
**The Income Tax Cor n Ith of the United States. By Delos 

O. Kinsman. Pp. 134 1.00 

Volume V, 1904 
Sixteenth Annual Meet Papers and Proceedings published in two parts. 
Part I—P pers and D n Southern Agricultural and Industrial 

Problems: Soci Aspect f Economic Law; Relations Between Rent 

and Interest. Pp. 24 1.00 
Southern Economie Pri Reprinted from part I. 50 
Relations Between Retr 1 Interest. By Frank A. Fetter and others. 

teprinted from part | 50 
Part II Papers and |] on The Management of the Surplus Re- 

serve; Theory of | Credit in Relation to Corporation Economics ; 

State Taxation of | tate Commerce; Trusts; Theory of Social 

Causation. 1.00 
Theory of Social Causatior By Frank H. Giddings and others, Reprinted 

from part IT -50 
Monopolistic Combinations in the German Coal Industry, By Francis 

Walker. Pp. 34 12. 
**The Influence of Farm M ery on Production and Labor. By Hadley 


Winfield Quaintance Pp. 110 


Volume VI, 1905 


Seventeenth Annual Meet Papers and Proceedings published in two 
arts, 

Part I Papers and Di on the Doctrine of Free Trade; Theory of 
Prices; Theory of M ¥; Open Shop or Closed Shop. Pp. 226. $1.00 

Part Il—Papers and D on Government Interference with In- 
dustrial Combinati: I ation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariff nd_ Keciprocity; Inclosure Movement; 
Economic History of the United States. Pp. 270. 1.00 

**The History and Theory ~hipping Subsidies. By R. Meeker. Pp. 230. 1.00 


Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 
\ olume VII, 1906 


Eighteenth Annual Meeting Papers and Discussions on The Love of 


Wealth and the Pul service; Theory of Distribution; Government 
Regulation of Raily Rates; Municipal Ownership; Labor Disputes; 
The Economic Future of the Negro. Pp. 325. 1.00 
Railroad Rate Contro By H. S. Smalls y. Pp 147. 1 
On Collective Phenomena and the Scie ntific Value of Statistical Data. 
By E. G. F. Gryzan Pp. 48 15 
Handbook of the Associat » 1906. Pp. 48, 
The Taxation of the Gross Rec: ipts of Railways in Wisconsin. By G. E. 
Snider. Pp. 138. 1.00 
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Publications of the American Economic Association 


Volume VIII, 1907 


1. Nineteenth Annual Meeting: Papers and Discussions on Modern Stand- 
ards of Business Honor; Wages as Determined by Arbitration; Com- 
mercial Education; Money and Banking; Western Civilization and Birth 
Rate; Economic History; Government Regulation of Insurance; Trusts 


: and Tariff; Child Labor. Pp. 268. 1.00 
- 2. Historical Sketch of the Finances and Financial Policy of Massachusetts 
~ from 1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
6 Handbook of the Association, 1907. Pp. 50. 25 
3. The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 1.00 
4. The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 
Volume IX, 1908 
Handbook of the Association, 1908. Pp. 49. .25 
5 1. Twentieth Annual Meeting: Papers and Discussions on Principles of 
" Government Control of Business; Are Savings Income; Agricultural 
Economics; Money and Banking; Agreements in Political Economy; 
5 Labor Legislation; Relation of the Federal Treasury to the Money 
Market; Public Service Commissions. Pp. 311. 1.25 
7 2. Chicago Traction. By R. E. Heilman. Pp. 131. 1.00 
8. Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 = 
4. **Progressive Taxation in Theory and Practice. Revised. Edition. By : 
E. R. A. Seligman. Pp. 334. (Jn cloth $1.75.) 1.25 


Volume X, 1909 


1. Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Account- 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial- 
Disputes Act; Modern Industry and Family Life; Agricultural Eco- 
nomics; Transportation; Revision of the Tariff; A Central Bank; The 
Nationai Monetary Commission; Capitalization of Public Service Cor- 


orations in Massachusetts. Pp. 432. 1.50 
2. Handbook of the Association, 1909. Pp. 59. .25 
8. The Printers. By George E. Barnett. Pp. 379. (In cloth $2.00.) 1.50 
4. Life Insurance Reform in New York. By W. H. Price. Pp. 95. 75 


Volume XI, 1910 
1. Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 


Trusts; Taxation. Pp. 386. 1.50 
2. Handbook of the Association, 1910. Pp. 79. 25 
8. The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 
4. The American Silk Industry and The Tariff. By F. R. Mason. Pp. 178. 1.00 


THE ECONOMIC BULLETIN 
Published quarterly in 1908, 1909, and 1910, and containing personal notes, news 
of the economic world, announcements of special lines of investigation, and a 
classified and annotated bibliography of the current books and articles on economic 


subjects. 
Volume 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each  .60 
Volume III, 1910. Four numbers. $2.00; each .60 
FOURTH SERIES 
Subscriptions by non-members, libraries, etc., $5.00 a year. : 
Volume I, 1911 

The American Economic Review, **March, June, September, and December; h 


each, $1.00 
Twenty-third Annual Meeting: Papers and Discussions on The Significance of a 
Comprehensive System of Education; Money and Prices; The Ricardo 
Centenary; Accounting; Canals and Railways; Population and Immi- 
gration; Labor Legislation; Taxation; A Definition of Socialism; Com- 
petition in the Fur trade. Pp. 388. 1.50 
**Handbook of the Association, 1911. Pp. 69. 


t 

+ 

4 
~ 
3 
28 
: 
nx 


Publications of the American Economic Association 


The 


The American Economic Review, **March, **June, September, and **December; 
each, $1.25 


The American Economic Review, March, June, September, and December; 


Volume II, 1912 


The American Economic Review, March, June, September, and December; 


each, 
Supplement.—Twenty-fourth Annual Meeting: 

Papers and Proceed | Economic Utilization of History; ".;i# 

Legislation; The I Budget; Rural Conditions; Selection of Popu- 

lation by Migration; The Price Concept; An International Commission 


on the Cost of Living; Industrial Efficiency. 


Volume III, 1913 


American Economic Review, March, June, September, and December; 
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Dinner in Honor of Professor John Bates Clark 
Professor Edwin R. A. Seligman, Chairman 


Gentlemen, at this celebration we had intended to accomplish three 
things. We had intended to have eighty people present; we had 
-ntended to have a birthday cake with eighty candles; and we had 
intended to have eighty speeches. Unfortunately, the pressure to 
attend the dinner was such that we had slightly to overstep the limit 
of eighty people. In the next place, the pastry cook informed me that 
it would take six men to carry in a cake large enough for eighty candles, 
so we gave that up; and finally the gentlemen who are to speak tonight 
insisted that if their speeches were to be cut down to two minutes, they 
would refuse to proceed. So for all these reasons we had to abandon 
the magic figure of eighty. At all events, however, we do know that the 
figure is present in one case, in that of our beloved friend and guest 
who becomes an octogenarian today. 

It is not often that that ripe old age is attained by individuals in the 
plenitude of their powers. I have noticed that longevity is more 
particularly true among scholars, and I have often wondered why that 
should be so. There are three reasons why, perhaps, it is true of the 
professioral class. In the first place, I should say that it is due to their 
poverty. Impecuniousness makes, of course, for plain living; and the 
fact that we have to live so plainly may perhaps tend to our longevity. 

In the second place, I think that it is perhaps due to our holidays. 
We have the long summer off and we can indulge in all sorts of diversions 
that are not possible to the ordinary man. The more fun, the greater 
the chance of a long life. Finally, I think that it is due to the liberty we 
enjoy. Everybody in active life is more or less under obligations to 
some superior or some client or some customer. The university 
professor nowadays really enjoys more freedom, at all events in the 
private universities, than is accorded to any other member of the com- 
munity. Of course, I know that this runs counter to common opinion, 
They will point, for instance, to the gentleman at my left and speak of 
him as a benevolent despot, and sometimes will even omit the word 
benevolent. I can assure you, on the contrary, that, far from being 
that, we all feel he is not a despot but a sympathetic colleague. 

I remember as if it were yesterday when this octogenarian first 
came to Columbia. It has been my bad fortune to be the executive 
head of the department for these many years. I have a family of 
forty or fifty now; but in those days there were only two of us, Mayo- 
Smith and myself. When Professor Clark came, we felt that our 
strength, if not our numbers, was multiplied manyfold. If we have 


In celebration of Professor Clark’s eightieth birthday, January 26, 1927, at the 
University Club, New York City. 
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py family all these years, I think jt i 

te mper, the calmness, the court 

the examp! ) If ness which Professor Clark has aly 
en us. 


I remember one ot episode when, a few years after he came to 


Columbia, he turned ne for criticism th manuseript of 


book. I recollect ng it on my way to New England wher I 
| 


Was spending th : I was so excited after reading it that 


legraphed or wrot: him saying: “You have earned your p 
among the six leadir conomists of the nineteenth century.” That 
first impression made upon mi by the perusal of the wonderful book } as, 
of course, been abund engthened, as we all know of the in 
national reputation 1 ssor Clark spe dily achieved. 

It is unnecessary f 0 say much more now because we s| tl] 
hear, not from all of th rhty, but from a few of his well-wish 
Whi n his f ric nds bet tne! lves of how they could most fittingly 
celebrate this ann ey finally decided upon three different 
plans. One was the 1 through his admirers of a fund, which 
has enabled us to fine portrait which you have seen in tly 
other room, and of duplicate has been painted for the trustees 
of the Carn gie Fou 


The second was the adoption of a very good, old continental custom. 


Whe na scholar rea f pe age, it 


is the custom in Germany, and in 
France, as well 


‘ies, to prepare what they term a 
jubilee volume, but which \ iow might more suitably call simply a 
commemorative vol has been undertaken under the 
auspices of the Am \ssociation, by a former President 
of the American E of Professor Clark’s 
own pupils, who is, I a ippy t ty, with us tonight. Professor 
Hollander of Johns ] 


confidently hope will | 


7 
( has almost 


ready for the press what we 
dignified and appropriate tribute to our 
beloved coll 
The third plan of signalizing this anniversary was what you see 
here tonight, this tribute of n and of respect on the part of his 
is at one time gave us no little 
concern, because we knew that it would hav been exceedingly easy to 
idred guests. We finally decided that 
say, select assemblage, would be more 
agreeable to our friend: so h we 


colleagues and fellow « 


have, instead of eighty, « 


this more intimate a d, 


are. In these three special ways 
his colleagues and his ad have sought to show their appreciation 
of what he is and of wh e has done, 
Without detaining you longer. 


I shall now call upon the speakers, 
each of whom will approac h the 


subject in a little different way. I 
shall first cal] upon our “benevolent di spot,” President Butler. 
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Dr. Nicholas Murray Butler 


Mr. Chairman, Professor Clark, My Colleagues and Friends: 

If I interpret correctly the look of seriousness on the face of my 
dear friend and colleague, the president of the Bank of the Manhattan 
Company, he shares my regret at the loss of those eighty speeches. 
The fact that we are not going to have eighty speeches deprives this 
oceasion of one of the characteristics of excellence to which I looked 
forward, my dear Chairman, with some anticipation. I was called 
upon a few weeks ago to take the chair at a dinner in this speech- 
stricken town, where I was handed a list of seventeen speakers and was 
assured that no one would speak more than two minutes. We dis- 
continued the order of exercises at quarter of two in the morning, 
when a certain number of the seventeen had begged to be excused. 

I can begin my tribute to my long-time friend and colleague, 
Professor Clark, by paying a tribute to one of his associates and mine, 
whom I hold in the deepest affection and esteem, as an old teacher, 
as an intellectual guide, as a personal friend, and as a colleague for 
a generation, whose letter I hold in my hand. Professor Burgess has 
written this letter with the suggestion that I read it to this company 
and Professor Clark: 


Your letter of January 19, forwarded from Newport, reached me 
yesterday and found prompt and sympathetic response of my own feelings. 
| yield to no one among our colleagues in appreciation of Professor John 
Bates Clark, as a scholar and a gentleman. I have the honor to be an 
alumnus of the same college with him, to have joined as a member of the 
Board of Trustees of our Alma Mater in extending to him the invitation 
to the Chair of Political Economy in that Institution, and then as Dean of 
he Faculty of Political Science at Columbia, to have initiated his call to 
le Chair of Political Economy in this university. 

For a quarter of a century I was almost daily witness to that rare and 
refined scholarship, that modest and courteous demeanor, that honest and 
conscientious dealing which have marked his distinguished career throughout 
its epoch and there is no man among those with whom he has lived and 
labored to whom it would give more genuine pleasure to grasp his hand as 
he crosses the frontier of the eighties, than my humble self. Failing 
strength forbids my effort to be with you in physical person upon this 
highly interesting occasion. 

I, also, have crossed the frontier and have left it some distance behind 
and am obliged to acclimate myself to the limitations which age imposes. 
I shall be there, however, every moment of the time in spirit and shall 
await with intense and impatient interest the account of the occasion. 

Please extend to my friend my most cordial greeting and congratulations 
and say to him for me that while I pen these lines there comes the thought, 
or rather the query to me whether the day may be reserved for my 
disembodied spirit from some far-off star of higher culture in this vast 
universe of mind to extend the hand of welcome to spirits such as his and 
those with whom we have laborea for civilization, as has been my great 
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privilege here. If suel ill be the case, then will the riddle of existen, 
have been solved for 1 a paradise for which I have longed and hoped 


and d, been attais 
Faithfully and affect tely, vour friend and colleague, 
Joun Burg: 


It would be diffic \Ir. Chairman, to put into ten thousand words 
a more gracious, a m ntimate, or a more just appreciation of the 
life and work of our friend, Dr. Clark. We so rarely have the cour 
to speak kindly of a ma he lives, that it is partie’ "y gratifying 


to be able on an occ: 


Lv just what 1s ia one’s mind and 


heart. Man after 1 , of excellence and capacity and 
character, closes the door behind him for the last time with very poor 
appreciation of the afl n in which he is held by great companies 
of those who have lived and labored with him. What a satisfaction 
to a man crossing wh Professor Burgess calls the frontier of the 
eighties, to be told to his face by a representative company of scholars 


A 
and university men such as this, of their affection for his person, oj 


their appreciation for his service, of their esteem for his scholarship. 
The practical man always seems to me like the miner. He goes down 
each morning into his pit with such illumination as comes from the litth 
lamp which is fixed on the peak of his ec: wi: and he goes about his daily 
work with intelligence, with success, with industry, but without the 


remotest appreciation of what it is all dioak He has no notion of how 


coal came to be wher , or what is going to happen to the daily 
life and occupation of man when there is no more coal and some 
substitute for it has to be found. He has no suspicion of the intricacies 
of trade and commerce and finance that are built upon and grow out 
of the daily work of his hands and the hands of those placed lik 


himself. He plays his part in isolated unconsciousness of the meaning 
of it all. It is the poel und the 


philosopher who understand what it 
is all about. It is the 


poet with his occasional lightning flash of 
genius who illumines our task; it is the philosopher who, by grasp 


upon it, by vision, by ind power of interpretation, tells us 


what it all means. 

This friend of ours is a philosopher, one of the not too many philo- 
sophic heads among our scholars who in this day of high specialization 
are, many of them, working with great industry and capacity on tasks, 
the meaning and interpretation of which they know not. Professor 
Clark has been a life-long philosopher, an interpreter. He has seen 
deep down into the root of principle; he has developed principle; he has 
applied and interpreted principle. He has made his place and his 
fame permanent, not by any patient and industrious accumulation and 
reclassification of facts, but by an insight which puts facts in their 
framework, in their proportion. He has led those of us who can follow 
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js iluminating pen to understand the significance of economic life, of 
economic organization and of the economic process. This is what gives 
him his distinction and makes him in a sense the leader and founder of 
a school. 

All over this land there are glad and grateful men of distinction, 
power and accomplishment, who are proud to call themselves men who 
have passed through his lecture room in years gone by. He is a captain 
of the mind who has recruited and trained and organized an army of 
believers in “~d and what the mind is and can do. 

It is my fortune, happy fortune, to be intimately associated with 
him as friend and colleague for more than thirty years and to have seen 
him in another relationship where he had opportunity to reveal his 
power to a very wide audience. When the Carnegie Endowment for 
International Peace was organized by Mr. Carnegie seventeen years 
ago, a plan of organization was devised which put the work to be 
done into three classes or categories or divisions. One was to deal 
with intercourse and education, with international contacts, with the 
instruction of public opinion, with making ways and means for the 
interchange of ideas, of familiarities, of acquaintanceships between men 
and things of different speech and race and origin and religion and 
form of government. 

Another had to do with international law, with its evolution, its 
statement, its codification, its application to problems of the moment. 
The third had to do with economies and history. 

The purpose of the last division was to subject war to a new kind 
of analysis, a new sort of study, a new interpretation. There is an 
immense literature on war in terms of military action, in terms of 
tactics and strategy, of armies and armor, of personal achievement, 
of courage, of vast undertakings strictly military and naval in 
character; but war as a human experience, a phenomenon, had never 
been subjected to what may be called a clinical study from the stand- 
point of the economist. What actually happens in war to the trade, 
the commerce, the industry, the finance, and food supply, the death 
rate, the birth rate, the thousand and one things which make up the 
subject matter of social and economic knowledge? 

It was felt by the trustees of the Endowment that if we could summon 
the intelligence of the world to that task, we might make a contribution 
that for all time would set a standard and reveal and interpret a vast 
series of phenomena that would give us a new understanding of war, 
that would add indefinitely to its terrors and its horrors. In seeking 
the country over for a leader and guide into this field, the trustees 
selected Professor Clark. Even you gentlemen, well-informed as you 
are, probably do not realize what he then proceeded to do and how 
important it was. 
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He summoned to meet at Berne, Switzerland, in the summer of 191] 

leading economists of the world. If 

I were to go back over the records and recite their names, you wo ild 


some eighteen or twenty of the 


see that from Germany, from Italy, from Austria, from France, from 
Scandinavia, from England, from the United States, from Spain, from 
Latin-America, he summoned the acknowledged and undisputed leaders 
in economic thought. That group spent a week together in close 
converse and discussion, and they formulated a plan to be carried out 
coéperatively by them all, and by groups organized by them in their 
several countries, under the leadership of Professor Clark. That work 
was well planned, progress was made and a second conference was 
summoned to meet at Berne for the fifth day of August, 1914. Five 
of the economists had reached there before the blow fell. When the 


blow fell, it was of necessity a part of wisdom to await the arrival of 
the plentiful supply of new clinical material which the fates were about 
to provide. 

That task planned by Professor Clark, inspired by him, guided by 
him, is going forward at nds of his pupil and friend and successor, 
Dr. Shotwell, with the codperation of some three hundred historians and 
economists in every land. We venture to think that, when completed, 
it will give to scholars, students, men of letters and journalists, an 
accurate source of original information as to just what happens to the 
economic and social and i strial life and organization when the world 
goes to a great war. 

Professor rk must a be entitled to the honor which comes 
from having conceived t! n. devised the method of its execution 
and started it on its wa) he industry, the scholarship, the untiring 
zeal of Professor Shotw: ire making this great plan his own, as 
well as Professor Clark’s; but Professor Shotwell would be the first to 
insist on saying now that it was Professor Clark’s authority, genius 
and insight which made the plan originally possible. So whether I 
allow myself to speak of 1 sreat and noble American gentleman 
as an academic authority and scholar in his field, or whether I add an 
appreciation from the viewpoint of those who are associated with him 


in the large international work to which I refer, it all comes to the 
same thing. We are celebrating the achievement and the personality 
of a captain of the mind; and few things could be more worthy and few 
things more necessary in this modern world of ours. 


One of the curious things about the mind is that it works less 
obviously now than it used to do. There did not use to be much of 
anything except mind, and everyone could see it and its manifestations. 


In the last three hundred or four hundred years there have come to 
be so many other things, that the mind may work pretty vigorously, 
pretty powerfully, and yet be like an Arizona river, fertilizing but out 
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of sight. Here is a case where in the world of scholarship, in our 
American life, we have produced on American soil and by our own 
training and own opportunities, this captain of the mind. That he is 


eighty years of age surprises me. I suppose it must be a fact, because 
I am assured that figures do not lic; but I wonder! His mind has all 
the elasticity, the originality, and the vivacity of youth. As one 


of his oldest friends and associates, one of those most closely associated 
with him through the years, and one who is proud and yields to no one 
in his pride to salute him as he crosses what Professor Burgess calls the 


strength may keep pace with that mind of his to the joy of us all and 


frontier of the eighties, I can only hope and pray that his physical 


to the service of his fellows and of mankind. 
The Chairman 

When, between thirty and thirty-five years ago, Professor Burgess 
and his younger colleagues decided that the time had come to add to 
our numbers at Columbia, we cast about to see who the young men 
were——for there were no available older men in the field—who gave 
promise of achievement in economics and social science. We finally 
hit upon two young men at a little place in Massachusetts who had 
begun to pay attention to the newer developments in business and in 
industrial life, and especially to the problem of the trusts and the 
control of these huge aggregations. We found that these two young 
men were working together in preparing a series of studies on what they 
called competition and coédperation. It was our good fortune within a 
very short time to be able to invite both of these young men to come to 
Columbia, and ever since that day they have been engaged in 
codperation and competition. They have codperated witii oa): other 
and with the rest of us in trying to build up the faculty of political 
science at Columbia and in developing the economic and social sciences 
in this country. They have competed with each other in achieving 
great results; and what does not frequently happen to competitors, 
they each reached the goal of fame and success. Our birthday child, 
as the continentals call the guest of the day, soon became the 
acknowledged leader of the economists in this county; and his young 
friend and colleague rapidly achieved a similar position among those 
that began to call themselves by the novel name of sociologists. 
Accordingly, gentlemen, I have great pleasure in now presenting to 
vou that coéperator and that competitor, my beloved colleague, 
Professor Giddings. 

Professor Franklin H. Giddings 


Mr. Chairman, Professor Clark and Gentlemen: 
It is difficult for me to speak on this occasion because all I have to 
say is so suffused with the feeling born of my personal relations with 
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Professor Clark that it must necessarily seem to you to be of an almost 
too personal character. In the days to which our Chairman has 


referred and when Profe sor (¢ lark Was the occupant of the cl ur of 


history and economics at Smith College, I was following the craft oj 
the daily newspaper man in the neighboring city of Springfield. [It 
was my good fortune soon after going there, to make the acquaintance 
of Professor Clark. The acquaintance quickly ripened into a rare 


intimacy and became one of those friendships destined to be lifelong 


in duration, and of the most helpful kind because it was from the first 
moment a friendship of mutual interest in ideas, in work and 
ambitions. 

At that time I was | ptuously writing editorials on such topics 
as the tariff and money, la! troubles and the like. My preparation 
in economics had been of il sort, consisting of a somewhat diligent 
reading of the old classical economists and a correspondence with two 


kindly friends, one, David A Wells, the other Professor Arthur L. 
Perry of Williams Coll 


From the moment when I became acquainted with Professor Clark, 
I realized that I was in contact with a mind of a type that I never 
before had met. Profes Clark had worked out his philosophy of 
wealth, and we talked ab it and about the various openings into 
which it seemed to lead. I was fascinated by it. I had not befo 
realized the possibilities of developing economic theory as Professor 
Clark had then developed it \ thing that greatly interested me was 


that he clearly regarded this work of his not as an achievement, but 
as a mere beginning of things to which he wished to press forward. 
In our frequent interviews, visits and rides together in the beautiful 
Connecticut valley, we exchanged our notions about the changes that 
were taking place in the industrial world, the political world, and the 
social world, and the interpretation of them all in terms of new 
theoretical formulations which by that time had come to be regarded 


almost as old, accepted and established 

Professor Clark’s first book, The Philosophy of Wealth, was a rare 
production in more ways than on For one thing, it was the work 
of a master of expression, of style; the clarity of it charmed everyone 


who dipped into its pages. But more than that, it was, as President 
Butler has so truly said, the work of a philosopher, a man who took 
a broad view of everything that his mind encountered and who could 
not be content with merely marshalling facts and drawing the ordinary 
inductions from them. 

It was the work of a man who had seen that the whole subject of 
values needed complete 
undertaken so to view it, had 
economic theory with such 


r ilization and restatement, and who having 
stated all the fundamental problems of 
roughness, with such originality, that 
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all who became interested perceived at once that here was a leader of 
thought, destined to work great reconstructions in our scientific view 
of the industrial life of our time, and of economic theory and of social 
orogress, in general. 

' The remark has often been made that Professor Clark’s work has 
been @ masterpiece of lucid abstraction. We usually make a mistake 
when we so interpret him. He has given us abstractions, that is true, 
but not the abstractions which come when one starts from premises 
abstract to begin with, and by logical deduction creates a framework 
into which he brings concrete facts by way of illustration and exempli- 
fication. Professor Clark’s work has been something entirely different. 

From earliest manhood his mind has been informed and enriched with 
concrete material, with knowledge of the world in which he lives; and 
his abstractions, far from being a mere jogical framework, have been 
an essence distilled from the concrete facts with which he has been 
familiar and with which he has worked. That is why his work has had 
such marvelous vitality. That is why it has charmed men. That is 
why it has caught attention and held it. 

His interest from the time of our first acquaintance has lain in 
further development of the views at which he had then arrived. He was 
already busy with the problem of the limitations of competiton which he 
saw arising on every hand, with the problem of what, in those days, 
was called the “pool” and was beginning to be called the “trust,” the 
problem of combination. He was already forecasting restatements of 
fundamental theory, the theory of value, the theory of production, 
the theory of distribution, to which he was destined to make enduring 
contributions. 

I remember distinctly an afternoon when we drove from Northampton 
to Amherst, when we went over a plan which he had outlined and which 
he presented to me, that he and I should write certain complementary 
articles, which we afterwards did. These were published in the Political 
Science Quarterly, and afterwards as a small book on The Modern 
Distributive Process. One article dealt with the limitations of compe- 
tition, another with the persistence of competition; one dealt with the 
concrete facts and the theory of profits, another with the conercte 
facts and the theory of wages. That writing was the beginning of 
efforts which led Professor Clark on in one direction, and led me on 
perhaps in another direction; but, as our Chairman has said compli- 
mentarily, it was in a sense coéperative work. 

A characteristic feature of economic theory at that time was its 
academic quality. Professor Clark was working along lines which 
many men thought were simply a projection of Professor Jevons’ 
concept of “final degree of utility,” or of Wieser’s concept of “marginal 


utility ;” but when we realized what Professor Clark was driving at, 
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uri, 
we saw that he had a larger idea than those men had and that jt Was 
destined to be regarded damental. 

There soon appeared his | nt analysis of capital. He pointed 


out the distinction bet terials in which < capital \ 


Values 
are invested and which |} oncrete capital,” and capital proper 
or “pure capital,” that can be turned in any direction desired. From 
this study Professor Cla on to take up in like manner the 
question of distribution ; 1 there, instead of simply accepting the 


so-called Austrian vit il value, he fixed upon a concrete 
phase and showed us iS Marginal productivity, the 


investment, of the mar: ginal 


bor, in the productive proc 


product iVitV, namely, 


day’s labor, Ol the ih 


ess. 
On the basis of this an ne constructed a theory of distribution 
which I think all econo ts who have mastered it realize did not 
previously exist. It was mere abstraction. It was discover) y by 
a man who perceived 


a differential process and that 


marginal changes are the « that count, 

I shall never be able to « to Professor Clark or to anyone else 
my indebtedness to hi if I have been able to achieve something 
along the line of work that I have fo owed, it was to Professor Clark 


and one other man, a fri ( his, to whom I have been most indebt d. 
It was to Professor Clark that I owed my interest, which continues 


to this day, in economic pr ind in economic theory, and it was 


the lamented Herbert B. Adar f the Johns Hopkins University, to 
whom I listened when I decided to give most of my attention to 
sociology. That was his ad) 


I wish to say in conclusion tha} 


dear friend, he has always been 


others before himself, and 


n all of my relations with this ver y 
unselfish, he has alw; ays thought of 
is rejoiced in nothing so much as in the 


mm he has been he lpful and who have been 


achievements of those to 1 
indebted to him for that h lp I hope th 


pe that I have expressed a very dee p 
sense of personal reverence, affection and gratitude to one of the great 
men whom it has been my privilege to know. 


The Chairman 
In the history of economi thought in this country there have been 
two stages. After the war with England, and when we had our 
earliest really important industria] and business crisis, the thinkers 


of this country for the first tir began to turn their attention to 


Ine 


economic topics. From 1817 


1% on, the different colleges of the day 
devoted some attention to this ney subject, although most of the topics 
that engaged public attention at that time rel: ated to the new- fangled 
he deve lopment of the money 


institution called banks, 
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ower and the little understood industrial and transportation develop- 
nt. 

Half a century later, after the great Civil War, when the gradual! 
disappearance of our free land caused the emergence in this country for 
the first time of the problems which we had thought peculiar to the 
old world, there came a second renaissance, a second development of 
interest in economic problems. As there was no place in this country 
at the time where these studies could be pursued, there was a veritable 
exodus of these younger men, perhaps a dozen in number, to the 
continent of Europe. On their return they filled the newly created 
chairs of political economy in most of our leading colleges. 

Professor Clark was the first of those younger men to go abroad. 
Shortly after he and the others returned, they founded the society soon 
to be known as the American Economic Association, and which from 
those days of small beginnings, has grown to be of considerable 
magnitude and importance. There were one or two older men to 
whom we gave what we and they considered to be the honor o! the 
presidency. But when these men had served their time, General Walker 
and Professor Dunbar, the time for the younger men came. By 
universal assent, our birthday child was chosen to be the President of 
the American Economic Association. 

Since his day there have been many presidents, and I rejoice to see 
in this august company tonight not a few of the past presidents of 
the American Economic Association. 'To one of them who is with us 
tonight is due the passing of another milestone in the history of 
economic thought. If, as Professor Giddings has told us, Professor 
Clark was responsible for the far-reaching distinction between capital 
and capital goods, the gentleman upon whom I now have the honor to 
call was responsible for another similarly important distinction in 
theory, namely, the distinction between capital and income. It was 
he also who approached economic problems from the psychological side, 
with its many economic implications. I have great pleasure, therefore, 
in calling upon our distinguished friend and colleague, the Professor of 
Economics at Princeton—Professor Fetter. 


Professor Frank A. Fetter 


Mr. Chairman and Gentlemen: 

May I be pardoned for breaking in upon the monopoly that Columbia 
has thus far enjoyed? I bring a note, I trust not a discordant note, 
from the outer world. First I shall address our honored guest as a 
fellow Princetonian. A few months ago, over in Philadelphia, there was 
a sesquicentennial, at which the university of hard knocks conferred 
the world crown of pugilism upon the best man. About thirty years 
ago a sesquicentennial was held at Princeton, and John Bates Clark 
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the whole conception ot 
others I were to name 


the theory of monopoly 


1) 


time when, as many of yo 


know more of that subje 


adership. 


I have, however, main] 


the great guild of Amé 


controversy ; here enter no disputes. 


on which the economists 


wl 


of sitting in his classes as a student, thoyo} 


1 son of Princeton,” but Professor Clark ; 


Professor John Bates Clark 


an economist upon whom an honorary 


bus ness to he Ip produce Princ ton men 


a 


year 1896 and by that token he is my sop 


mm we are proud. 
ident and a disciple of Professor Clark’s 


who had; but I am one of that larg 
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ud not engage our attention tonight: 
Professor Clark’s contributions some candi 
of Economic Theory, I should name, first, 
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the ethical sense, purer in the sense of being the search for truth 
‘or truth’s sake. Béhm-Bawerk is a good representative; Wieser is a 
<omewhat better representative ; but the peer of them all is Clark. To 
him we owe most in America for that better approach that now is made 
toward a finer, scientific spirit in this most difficult of all fields where 
thought is so easily colored with human interest, with selfishness and 
with prejudice. 

We that are members of the American Economic Association honor 
Professor Clark as our one outstanding personality of international 
reputation in the theoretical field. It is a paradox to European 
scholars that we should have produced such a man. They expect and 
they accept from America her manifold achievements in the practical 
field; but that here, out of practical America, there should have come 
an abstract theorist, rivalling and surpassing the best they could 
produce in the last three quarters of a century, is still a puzzle, a real 


mystery to them. The work of Professor Clark has gained an assured 
place in the world of economic literature. There it will remain, 
conferring a lasting lustre upon American scholarship. 

We honor Professor Clark also as the prophet of a more human and 
a more optimistic economics. In his twenties, when young men can 
see visions, he saw with his spiritual eye a finer, happier world, and in 
his Philosophy of Wealth he voiced his vision in a philosophy of 
optimism. Things have not moved exactly in the way, or perhaps to 
the degree that he then forecast them. Competition has not dis- 
appeared in the degree that his fancy pictured, nor did coéperation as 
a method of industry to that degree come to take its place. “A man’s 
reach should exceed his grasp, or what’s a heaven for?” But by and 
large, things have moved as Clark’s prophetic eye saw they would; 
and he, more than any other man in America, I venture to say, has 
helped to transform economics from a dismal science into a philosophy 
of human welfare. 

Finally, we honor Professor Clark as a man and as a friend, 
unpretentious, sincere, loyal, clear of vision, helpful to all those about 
him. It might be said of him as of the sage of Grand Pré, “Ripe in 
wisdom is he, and patient and simple and childlike.” His clear counsel 
has directed many young men upon the right roads of scholarship, 
and along the right lines of life. In him we find the finest embodiment 
of the spirit of scholarship. In him we find the best fruition of that 
branch of philosophy which concerns itself with human happiness. 
So, dear friend, on behalf of the economic fraternity, I greet you. 
May you live long to enjoy the honors that you have so justly earned 
in the esteem of your fellow men, and the affection of your colleagues 
one and all in the economic profession. 
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The Chairman 


We have heard much t t of the various achievements of oy, 
guest. I fancy that if we o ask him of what, on the whole, wit} 
ail his modesty he is most 1, he would count, as I should coun} 
his main achievement t ict that he has been responsible for th, 
brilliant son who is wit} tonight, and who is carrying still further 
into unknown regions the fl his father in his day so successfy 
unfurled. 

Before I call upon our “birthday child” to say a few words 
response, I am sure that him a happy recollection of 
this distinguished evening, 1 we bespeak for him a continuan 
for many a year of tl | happiness, mental and physical, 
which it has been his » enjoy for all these decades. | 
therefore ask you all to 1 1 to drink to Professor Clark, from what 
it is only possible for lo tonight, the clear water of affection. 


of veneration, of love and of expectation for the future. 


Prof S ? Joh n Bates Clark 


Mr. Chairman, Mr. President and Friends: 

I think that if I should chan¢ o find in any quarter of the city 
portrait of myself such e one that hangs in the other room, | 
should be able to identify it ; but if I should encounter in print a word 


portrait such as we have st listened to, I should at once begin 

searching for the man to whom this prize should be awarded. Never- 

theless I am as grateful as a man can be to those who are able to Say 

those things under the infl ce of the priceless friendships which I 

take in full measure, without demurrers of any kind. The sentiments 

I return in full measure ; but to express them fittingly, I should need, as 

the Scripture says, “to speak with the tongues of men and angels.” 
g g 

I have thought of trying to condense into a speech Cicero’s two essays 

on Friendship and on Old Age—the two subjects that are germane to 

the meeting tonight. I should have to append a supplement showing 


the relation of friendship to old age—showing you how powerfully 
friendship tends to extend life into the old age period. That is the 


reason I reached my eightieth birthday, and I thank you for bringing 


me to it, and for still treating me so k ndly as to encourage the hope of 
further years. I invoke the same blessings in full measure for you all, 


Cicero’s essays would have made rather a long speech and therefore 


I am going to take as mine the speech of one of my fellow townsmen 

made in my early days. I am going to give you the whole address 

verbatim, as made by General Burnside of Civil War fame. 


with great difficulty that he could b 


It was 


persuaded to appear in public, 
when that involved a speech; and, when he made one, it was brilliantly 


prief. 
state 
the sp 
he was 
mv fr 
be ing 
they r 
to say 
friend 
No 
cannc 
avail 
confe 
on Mm 
appu 
privi 
incid 
to Vi 
and 
drive 
of tl 


table 


me 


14 
| 

Tha 
whic 
O 
forn 
of t 
hun 
We 
hav 
rad 
sca 
spi 
| tha 
of 
wa 
it 


Dinner in Honor of Professor John Bates Clark 15 


brief. When he came back from the Civil War to be Governor of the 
state of Rhode Island, and a great reception was tendered to him, 
the speakers vied with one another in friendly compliments ; and all that 
he was able to say, by way of response, was, “I am much obliged to you, 
my friends, for your kind regards.” His friends accepted that, as 
being the most appropriate thing he could say on the occasion; and 
they read the fullest measure of meaning into every word. I should like 
to say just here and now that I am profoundly obliged to you, my dear 
friends, for your very kind regards. 

Now as we cannot have a longer speech from General Burnside and 
cannot afford to take the very long one from Cicero, I am going to 


*> which attach to the 


avail myself of one of the “rights and privileges’ 
conferring of an academic degree. I take it that you have conferred 
on me the degree of Octogenarius “with all the hereditaments and 
” One of these is the 


privilege of telling stories of the past; and I want to tell of one little 


appurtenances thereto in any wise appertaining. 


incident which has its application. When I was five years old I went 
to visit my great grandfather, who was then ninety-seven years old, 
and who, in 1775, had been in the first revolutionary army, called to 
drive the British out of Boston. He had served through a great part 
of the war. I saw him, conversed with him, and sat by him at the 
table, and I have his journal, kept during the war. Now that enables 

e to say that, at second hand, I remember the American Revolution 
I have direct testimony about it, and I remember a great many things 
which happened after that date. 

Of the things best known are the success of the Revolution, the 
formation of the Federal Union and the adoption of the Constitution 
of the United States; also the French revolution and the rise and fall 
of Napoleon. The greatest thing that has happened in those one 
hundred and fifty years, however, perhaps we do not often fully grasp. 
We know that this is an age of machinery, that wonderful mechanisms 
have been invented, that the process of making things of all kinds has 
radically changed. We know that, before that period, there was 
scarcely any machinery in existence. The first steam engine only 
arrived at about that identical time. Textile machinery consisted of 
spinning wheels and hand looms. The enormous mass of machinery 
that is now at work is a new development; and it falls within those one 
hundred and fifty years. With it has come a complete reorganization 
of the economic life of mankind. It is now as utterly unlike what it 
was formerly as it would be if we had acquired the power to “summon 
spirits from the vasty deep” to do our work for us. 

“Quantity production” has ensued, and the countries that develop 
it can defy competition from any other quarter on earth. This has 
meant great corporations, which terrified us at first, though we dis- 
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covered that they could be tamed and made to resemble workin; 


elephants rather than dinosaurs They are working now nad 
performing an indispensable function in world economy. They are 
helping to umify the life of yman race. There is no such thing as 
a really “national” ecor c system if, by that, we mean an activity 
confined within by the | ries of any state. Economic society 
world wide. Commercia ind treaties have very little value unless 
they are inspired by a recog yn of the essential unity of this great 
natural organism. 

Now the transformation of the old system into the present one is so 
complete that if a man « ould come to life again and look about, 
he would think himself o vholly different planet. He would recogniz 
scarcely a trace of th ny he was used to take part in. If we 
should take him to a g t department store and ask him to find 
something made by hand, he would have trouble in finding it. Only a 
micros » part of t! ntire output is so made. All of it is wholly 
or in gré at * anal the product of machinery, much of which is automatic. 
It is as though the “genni of the I: mp” were everywhere ready, at call, 
to create all manner of products in Aladdin-like profusion. 

Our visitor from the world of our grandparents would find that, in 
lieu of trade guilds, we ha bor unions of a kind that he knew 
nothing of; and our corporations would strike him as something 
imported either from ft celestial world or from the nether one. 
Holding companies would a iredly alarm him. The change that has 


meant all this has occupied only about a fiftieth part of the time covered 
by authentic history; and it is very much greater than the sum total of 


17 


all previous changes that have fallen within that period. Men have 


made larger practical gains in a fiftieth part of the historic period than 
they had made in the previous forty nine fiftieths of it. 

I am speaking primarily of changes in the economic system, and of 
those further changes which necessarily accompany them. The world 
is a different world, though the material substance of it is what it was. 
The dominant part of the | t sustains—the human part of it—is one 
great organism. ‘That means a unifying of thought and feeling as 
well as of practical action. A great number of changes are involved 


and I am not going to recite them, but they have much to do with the 
question of future war and peace. That question is not settled, and 
no one can accurately judge as to the outlook; but some things we can 
know. Since the treaty of Westphalia there have been intervals of 
peace tending, on the whole, to grow longer. There have been three 
attempts to restore the ancient system of great empires and the world 
has gathered its forces and successfully resisted those efforts. The 
modern world has never been subjected to great monarchies like those 


which gave to the ancient world nearly all the peace that it ever enjoyed. 
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\Vithin their boundaries there was a large measure of peace, but very 
little freedom, while beyond the borders, there was more freedom than 
peace. ‘That lived only under the shadow of despotism. 

The question of the present day, aside from that of further practical 
arts, is Whether the unifying of the world, which has come about by an 
economic evolution, will lead us to a peace that can coexist with freedom. 
Is peace consistent with the independence of states? It is so if the 
organic unity that the economic system creates can be carried over into 
the realm of international politics. An heroic effort has been made to 
do exactly that. A league of nations now exists and has the support 
if most countries though Russia is not in it and, unhappily, America 
snot so. Iam as proud as I can be of my country, in almost every- 
thing that falls within the sphere of economics. My pride is a negative 
quantity when it comes to international politics. What I should like 
to see is the spirit of world economics in some way penetrating world 
polities, and I should like to see my country lead rather than obstruct 
this noble and redeeming movement. - 

That is all the economics and politics that I shall indulge in just 
now ; otherwise I should be tempted to go much farther. I repeat my 
expression of gratitude to you all, for your kind regards, for your 
inspiring presence, and for something that will give me, not merely a 
day of happiness, but what I have the audacity to hope will be a 
reasonably long evening of life and similar happiness. All this and 
much more I hope and earnestly invoke for you all. 
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Publication Offices: St. Albans, Vt., and Evanston, IIl. 
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Under the sponsors 


ican Eeonomic Association, 


number of associates lents have joined in the prepa- 
ration of a volume o Essays in honor of the eightieth 
birthday of John Bat lark. ‘The contributors to the volume are: 
Benzamin M, Anver: H. Gippryes 
Grorce Barnet? CrarLes 
JaMEs Bonar Jacos H. 
Tuomas Nixon Carver S. Jonnson 
Joun Mavrice Henry RaymMonp Mussry 
4 H. Dovetas Jesse E. 
Ricnarp T. Exy loser ScHUMPETER 


Fran« A. Ferrer Evwin R. A. 
Irvine Cuaries A. TuTriz 
The volume will includ bliography of Professor Clark’s 
writings and a reprint made at the congratulatory 
dinner held in New York anuary 26, 1927. 

The volume has b pared r the general direction of a 
special publication con rican Economic Association, 
consisting of Edwin R Richard T. Ely and Jacob H. 
Hollander. It will be « ‘+r Hollander and published on 
behalf of the America \ssociation by the Macmillan 
Company. 

Arrangements are in templat »y which the volume will be 
obtainable by members n Economie Association and 
probably of the Royal ! ciety upon special terms hereafter 


to be announced. 


Photogravures of P ’s portrait referred to im the 
chairman’s address are 1 t the price of $4.00 plus 22 cents 


for postage and packing i nd remittances may be sent 
to Edwin R. A. ersity, New York City. 
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